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FOR-PROFIT COLLEGE CONVERSIONS:
EXAMINING WAYS TO IMPROVE
ACCOUNTABILITY AND PREVENT FRAUD

Tuesday, April 20, 2021

HOUSE OF REPRESENTATIVES,
COMMITTEE ON EDUCATION AND LABOR,
Washington, DC.

The committee met, pursuant to notice, at 10:19 a.m., via Zoom,
Hon. Robert C. “Bobby” Scott (Chairman) presiding.

Present: Representatives Scott, Grijalva, Courtney, Sablan, Wil-
son, Bonamici, Takano, Adams, DeSaulnier, Norcross, Wild,
McBath, Hayes, Levin, Stevens, Jones, Manning, Mrvan, Bowman,
Pocan, Castro, Sherrill, Yarmuth, Foxx, Walberg, Grothman,
Stefanik, Allen, Fulcher, Keller, Murphy, Miller-Meeks, Good,
Harshbarger, Spartz, Cawthorn, Steel, and Letlow.

Staff present: Katie Berger, Professional Staff, Jessica Bowen,
Professional Staff; Ilana Brunner, General Counsel; Christian
Haines, General Counsel; Sheila Havenner, Director of Information
Technology; Eli Hovland, Policy Associate; Ariel Jona, Policy Asso-
ciate; Andre Lindsay, Policy Associate; Katie McClelland, Profes-
sional Staff; Max Moore, Staff Assistant; Mariah Mowbray, Clerk/
Special Assistant to the Staff Director; Kayla Pennebecker, Staff
Assistant; Veronique Pluviose, Staff Director; Benjamin Sinoff, Di-
rector of Education Oversight; Theresa Thompson, Professional
Staff; Banyon Vassar, Deputy Director of Information Technology;
Claire Viall, Professional Staff; Joshua Weisz, Minority Commu-
nications Director; Cyrus Artz, Minority Staff Director; Kelsey
Avino, Minority Professional Staff Member; Courtney Butcher, Mi-
nority Director of Member Services and Coalitions; Amy Raaf
Jones, Minority Director of Education and Human Resources Pol-
icy; Dean Johnson, Minority Legislative Assistant; Hannah
Matesic, Minority Director of Operations; Audra McGeorge, Minor-
ity Communications Director; Carlton Norwood, Minority Press
Secretary; Alex Ricci, Minority Professional Staff Member; Chance
Russell, Minority Legislative Assistant; and Mandy Schaumburg,
Minority Chief Counsel and Deputy Director of Education Policy.

Chairman ScoOTT. OK we’re ready to begin and I'll count down
from five and then we’ll start. Five, four, three, two, one.

Good morning. The Committee on Education and Labor will now
come to order. Our first order of business this morning is to con-
duct committee business to approve new committee assignments.

At this time, I'd like to welcome the Gentlelady from Louisiana’s
5th Congressional District to the committee, Ms. Letlow. And we’d
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just like to begin by extending our condolences to you and your
family on the passing of your husband, but I'm pleased that you've
now joined the committee and we look forward to working with you
on the committee.

Does the Ranking Member wish to be recognized?

Mrs. Foxx. I do Mr. Chairman.

Chairman ScOTT. Gentlelady is recognized.

Mrs. Foxx. Thank you, Mr. Chairman. I join all my colleagues
in welcoming Representative Julia Letlow to the halls of Congress
and to the Education and Labor Committee Republican team. It’s
been a difficult journey for Julia and her family as they continue
to mourn the loss of Luke who tragically passed just days before
he was to be sworn into office.

But he’s certainly looking down with pride today. As the first fe-
male Republican elected in Louisiana, Dr. Letlow joins a strong
freshman class of Republican women and mothers. And I have no
doubt she’ll serve her constituents and her State with distinction.

Dr. Letlow is a dedicated public servant who’s worked in higher
education for years, and we're overjoyed to welcome her with open
arms to this committee. I'm eager to work alongside her in the days
to come on behalf of America’s students, workers, and job creators.

I ask unanimous consent that Dr. Letlow of Louisiana be ap-
pointed to the Subcommittees on Higher Education and Workforce
Investment and Early Childhood Elementary and Secondary Edu-
cation.

Chairman ScOTT. Is there any objection? Without objection so or-
dered. And if there’s no further business before the committee the
business portion of today’s proceeding is concluded. And now we’ll
turn to today’s committee hearing.

Once again, the, The Committee on Education and Labor will
come to order. Welcome everyone. The committee is meeting today
to hear testimony on For-Profit College Conversations: Examining
Ways to Improve Accountability and Prevent Fraud.

This is an entirely remote hearing. All microphones will be kept
muted as a general rule to avoid unnecessary background noise.
Members and witnesses will be responsible for unmuting them-
selves when they are recognized to speak, or when they seek rec-
ognition.

I have also asked Members to identify themselves before they
speak. Members should keep their cameras on while in the pro-
ceeding. The Members shall be considered present in the pro-
ceeding when they are on camera and are visible on camera. They
shall be considered as not present when they are not visible on
camera.

The only exception to this is if they’re experiencing technical dif-
ficulty and inform committee staff of such difficulty. If any member
experiences technical difficulties during the hearing, you should
stay connected on the platform, make sure you are muted, and use
your phone immediately to contact the committee’s IT direct whose
number was provided in advance.

Should the Chair experience any technical difficulty or need to
step away from the floor, he’ll designate another majority member
to assume the gavel in my absence. This is an entirely remote
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hleariélg and as such the committee hearing room is technically
closed.

Members who choose to sit with their individual devices in the
hearing room must wear headphones to avoid feedback, echoes, and
distortion for more than one person on the software platform sit-
ting in the same room.

Members are also expected to adhere to social distancing and
safe healthcare guidelines, including the use of wearing masks,
hand sanitizers, wiping down their areas both before and after
their presence in the hearing room.

In order to ensure that the committee’s five-minute rule is ad-
hered to, staff will be keeping track of time using the committee’s
field timer. The field timer will appear on its own thumbnail pic-
ture and will be named 001 timer. This time provides no one-
minute remaining warning.

The field timer will signal an audio when time is up. Members
and witnesses are asked to wrap up promptly when their time has
expired. A roll call is not necessary to establish a quorum in official
proceedings conducted remotely or with remote participation.

The committee has made it a practice whenever there is an offi-
cial proceeding with remote participation, for the Clerk to call the
roll to help make clear who is present at the start of the pro-
ceeding. Members should state their name before announcing that
they are present.

This helps the Clerk and also helps us watching the platform
and the livestream who may be experiencing a few seconds delay.
At this time, I ask the Clerk to call the roll.

The CLERK. Chairman Scott?

Chairman ScoTT. Chairman Scott is present.

The CLERK. Mr. Grijalva?

Mr. GRIJALVA. Raul Grijalva present.

The CLERK. Mr. Courtney?

Mr. COURTNEY. Courtney present.

The CLERK. Mr. Sablan?

[No response.]

The CLERK. Ms. Wilson?

Ms. WILSON. Ms. Wilson is present.

The CLERK. Ms. Bonamici?

Ms. BoNAMICI. Suzanne Bonamici is present.

The CLERK. Mr. Takano?

Mr. TAKANO. Takano is present.

The CLERK. Ms. Adams?

Ms. Apams. Alma Adams is present.

The CLERK. Mr. DeSaulnier?

[No response.]

The CLERK. Mr. Norcross?

[No response.]

The CLERK. Ms. Jayapal?

[No response.]

The CLERK. Mr. Morelle?

[No response.]

The CLERK. Ms. Wild?

Ms. WiLD. Wild is present.

The CLERK. Mrs. McBath?



[No response.]

The CLERK. Mrs. Hayes?

[No response.]

The CLERK. Mr. Levin?

[No response.]

The CLERK. Ms. Omar?

[No response.]

The CLERK. Ms. Stevens?

Ms. STEVENS. Stevens present.

The CLERK. Ms. Leger Fernandez?

[No response.]

The CLERK. Mr. Jones?

Mr. JONES. Jones is present.

The CLERK. Ms. Manning?

Ms. MANNING. Manning is present.

The CLERK. Mr. Mrvan?

Mr. MRVAN. Mrvan is present.

The CLERK. Mr. Bowman?

[No response.]

The CLERK. Mrs. McBath, I believe you're unmuted.

Mrs. MCBATH. McBath is present, thank you.

The CLERK. Mr. Pocan?

Mr. PocAN. Mr. Pocan is here.

The CLERK. Mr. Castro?

[No response.]

The CLERK. Ms. Sherrill?

Ms. SHERRILL. Sherrill’s present.

The CLERK. Mr. Yarmuth?

Mr. YARMUTH. Yarmuth present.

The CLERK. Mr. Espaillat?

[No response.]

The CLERK. Mr. Mfume?

[No response.]

The CLERK. Ranking Member Foxx? Mrs. Foxx you're unmuted,
or you're muted, I'm sorry.

Mrs. Foxx. Foxx is present.

The CLERK. Thank you. Mr. Wilson?

[No response.]

The CLERK. Mr. Thompson?

[No response.]

The CLERK. Mr. Walberg?

Mr. WALBERG. Walberg is present.

The CLERK. Mr. Grothman?

Mr. GROTHMAN. I'm present.

The CLERK. Ms. Stefanik?

[No response.]

The CLERK. Mr. Allen?

Mr. ALLEN. Allen present.

The CLERK. Mr. Banks?

[No response.]

The CLERK. Mr. Comer?

[No response.]

The CLERK. Mr. Fulcher?

Mr. FULCHER. Fulcher’s present.



The CLERK. Mr. Keller?

[No response.]

The CLERK. Mr. Murphy?

[No response.]

The CLERK. Mrs. Miller-Meeks?

[No response.]

The CLERK. Mr. Owens?

[No response.]

The CLERK. Mr. Good?

Mr. Goob. Good present.

The CLERK. Mrs. McClain?

[No response.]

The CLERK. Mrs. Harshbarger?

Mrs. HARSHBARGER. Harshbarger is present.

The CLERK. Mrs. Miller?

[No response.]

The CLERK. Mrs. Spartz?

[No response.]

The CLERK. Mr. Fitzgerald?

[No response.]

The CLERK. Mr. Cawthorn?

Mr. CAWTHORN. Cawthorn is present.

The CLERK. Mrs. Steel?

Mrs. STEEL. Steel present.

The CLERK. Ms. Letlow?

Ms. LETLOW. Letlow is present.

ill‘he CLERK. Thank you. Chairman Scott that concludes the roll
call.

Chairman ScoTT. Thank you, did anyone appear after the roll
call that wants to be recorded as present?

Mrs. HAYES. Mrs. Hayes Mr. Chair, I'm present.

Chairman ScOTT. Thank you. Anyone else? Thank you. Pursuant
to Committee Rule 8(c) opening statements are limited to the Chair
and Ranking Member. This allows us to hear from our witnesses
sooner and provides all Members with adequate time to ask ques-
tions.

I recognize myself now for the purpose of making an opening
statement.

Today we're gathered to discuss the need for strong oversight to
protect students and taxpayers from those for-profit colleges that
transition to non-profit institutions to trick students and regu-
lators. Over the last 4 years this committee has had extensive dis-
cussions over the role of for-profit colleges and our higher education
system.

This work continues to be guided by the clear evidence that some
unscrupulous for-profit colleges frequently charge their students
too much in tuition on delivering too little in education and oppor-
tunity.

After a series of high-profile cases in which for-profit colleges
cheated students and taxpayers out of billions of dollars, regulators
and potential students have become more aware of the deceptive
practices employed by bad actors in the for-profit sector.

But rather than changing their behavior to comply with the ac-
countability standards and repair the industry’s reputation, some
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schools are opting to simply evade the for-profit accountability
standards and are re-branding themselves as non-profits.

Three months ago, the Government Accountability Office, or the
GAO, released a report identifying 59 for-profit colleges that con-
verted to non-profit status over the past decade. A report found
several examples of for-profit schools that sought to become non-
profit in name only.

In roughly a third of the conversions identified by the GAO, the
for-profit colleges owners or officials, held leadership roles in the
non-profit buyer. As a result of poor oversight by both the Depart-
ment of Education and the Internal Revenue Service, these conver-
sions sometimes took place without the necessary oversight to pre-
vent self-dealing.

In two instances the IRS approved the sale among for-profit in-
siders without essential information such as the planned purchase
price, or the appraisal of the college’s value. This has left the IRS
staff with no way of knowing whether the price was improperly in-
flated.

Emergence of covert for-profits has real consequences for stu-
dents and taxpayers. For example, an independent analysis found
that in 2011 Florida-based Keiser University attained non-profit
status after the owner sold it to its own non-profit entity, Ever-
glades College, in what appeared to be a significantly inflated
price.

To finance the sale the owner lent more than 300 million dollars
to Everglades College in addition to claiming a massive tax-deduct-
ible donation. The resulting conversion allowed the owner to profit
gromkthe sale of his business and keep millions of dollars in tax

reaks.

During the same period, the university settled multiple inves-
tigations with law enforcement agencies for violating State and
Federal consumer protection laws. We cannot allow these kinds of
things to continue.

As GAO found both the Department of Education and the IRS
must do more to prevent fraud by properly vetting for profit to non-
profit conversions. They must ensure that after the conversion the
for-profit institutions uphold their obligations to put students first
and not profits.

The College Affordability Act, which the committee considered
last year offers a clear foundation for legislative solutions to
achieve these goals. A comprehensive bill included several provi-
sions that established requirements an institution must meet to
convert to non-profit status.

These requirements include demonstrating that the asset it ac-
quires from the former owners are not acquired at a value greater
than its actual worth; and demonstrating that no member of its
governing board receives any substantial economic benefit.

Today we are grateful to be joined by expert witnesses who will
help us discuss these solutions and other proposals that will ensure
that for-profit college executives cannot take advantage of con-
verting to non-profit institutions.

This is a critical moment to take action as students recover from
the pandemic and start or continue their pursuit of post-secondary
education. We must ensure that students and taxpayers are pro-
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tected from deceptive schemes that undermine the integrity of our
higher education system.

At this point, I am pleased to recognize the distinguished Rank-
ing Member for the purpose of making her opening statement. Dr.
Foxx.

[The statement of Chairman Scott follows:]

STATEMENT OF HON. ROBERT C. “BOBBY” SCOTT, CHAIRMAN,
COMMITTEE ON EDUCATION AND LABOR

Today, we are gathered to discuss the need for stronger oversight to protect stu-
dents and taxpayers from those for-profit colleges that transition to non-profit insti-
tutions to trick students and regulators.

Over the last four years, this Committee has had extensive discussions over the
role of for-profit colleges in our higher education system. This work continues to be
guided by the clear evidence that some unscrupulous for-profit colleges frequently
charge their students too much in tuition while delivering too little in education and
opportunity.

After a series of high-profile cases in which for-profit colleges cheated students
and taxpayers out of billions of dollars, regulators and potential students have be-
come more aware of the deceptive practices employed by bad actors in the for-profit
sector.

But rather than changing their behavior to comply with accountability standards
and repair the industry’s reputation, some schools are opting to simply evade for-
profit accountability standards by rebranding themselves as non-profits.

Three months ago, the Government Accountability Office, or GAO, released a re-
port identifying 59 for-profit colleges that converted to non-profit status over the
past decade.

The report found several examples of for-profit schools that sought to become non-
profit in name only. In roughly a third of conversions identified by GAO, the for-
profit colleges? owners or officials held leadership roles in the non-profit buyer.

As a result of poor oversight by both the Department of Education and the Inter-
nal Revenue Service, these conversions sometimes took place without the necessary
oversight to prevent self-dealing.

In two instances, the IRS approved a sale among for-profit insiders without essen-
tial information, such as the planned purchase price or appraisal of the college’s
Vafllue. ('il‘his left IRS staff with no way of knowing whether the price was improperly
inflated.

The emergence of ‘covert for-profits’ has real consequences for students and tax-
payers.

For example, an independent analysis found that, in 2011, Florida-based Keiser
University attained non-profit status after the owner sold it to his own non-profit
entity, Everglades College, at what appeared to be a significantly inflated price. To
finance this sale, the owner lent more than $300 million dollars to Everglades Col-
lege in addition to claiming a massive tax-deductible donation. The resulting conver-
sion allowed the owner to profit from the sale of his business and keep millions of
dollars in tax breaks.

During this same period, the university settled multiple investigations with law
enforcement agencies for violating State and Federal consumer protection laws.

We cannot allow these kinds of things to continue. As GAO found, both the De-
partment of Education and IRS must do far more to prevent fraud by properly vet-
ting for-profit to non-profit conversions. And they must ensure that, after the con-
version, for-profit institutions uphold their obligations to put students first— profits.

The College Affordability Act, which the Committee considered last year, offers a
clear foundation for legislative solutions to achieve these goals. The comprehensive
bill included several provisions that established requirements an institution must
meet to convert to nonprofit status. These requirements include demonstrating that
the assets it acquires from former owners are not acquired at a value greater than
its actual worth; and demonstrating that no member of its governing board receives
any substantial economic benefit.

Today, we are grateful to be joined by expert witnesses who will help us discuss
these solutions and other proposals that will ensure that for-profit college executives
cannot take advantage of converting to non-profit institutions.

This is a critical moment to take action as students recover from the pandemic
and start or continue their pursuit of post-secondary education. We must ensure
students and taxpayers are protected from deceptive schemes that undermine the
integrity of our higher education system.
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At this point, I am pleased to recognize the distinguished Ranking Member for
the purpose of making her opening statement.

Mrs. Foxx. Thank you, Mr. Chairman. Our education system is
in crisis. High school graduation rates are declining, the Nation’s
skill gap is growing, COVID-19 pandemic policies have led to
years-worth of learning loss, Federal student debt tops 1.5 trillion
dollars, college costs continue to skyrocket, campus free speech is
under attack and China is infiltrating U.S. Campuses.

All these issues are deserving of Congress’s time and attention.
So, you could imagine my surprise when I learned we were ignor-
ing these important pressing topics to examine colleges
transitioning from for-profit to non-profit status, which impacts
roughly 0.1 percent of for-profit colleges per year, or approximately
three schools a year.

Three schools a year. In the past decade, only 35 such colleges
transitioned to non-profit status. Whoopie. So, the millions of stu-
dents wondering why Congress hasn’t acted on campus free speech
zones, Chinese Communist party censorship, and exorbitantly high
tuition rates, I say look no further than this hearing today, and see
where the democrat’s priorities are.

Democrats want to discuss the possibility of a narrow type of
fraud in higher education. Specifically, the potential for some
stakeholders to receive improper benefits when non-profit organiza-
tion acquire for-profit colleges.

Committee Republicans are against all fraud and abuse, no mat-
ter the tax status of the institution. That bears repeating. Com-
mittee Republicans are against all fraud and abuse no matter the
tax status of the institution. Sadly, Democrats are more interested
in chasing phantoms than they are working with republicans on
issues that are actually important to students.

Republicans will continue our work to improve the odds that stu-
dents succeed after attending post-secondary education. But let’s
return to why democrats called this hearing. I'd like to make sev-
eral important points about the Government Accountability Office
(GAO) report Democrats will highlight, which investigated when
for-profit colleges became non-profit entities.

First, transitioning from for-profit to non-profit is completely
legal. Second, if any of my Democrat colleagues read past the re-
port’s title, they would know two of the three GAO recommenda-
tions are outside the committee’s jurisdiction. Additionally, the
GAO report flagged that one-third of the 35 proprietary institutions
that became non-profits had insider involvement.

While that term may sound nefarious, it’s a far cry from real
harm inflicted upon students which is where we should be focusing
our efforts and attention. So, the obverse of one-third of the institu-
tions having insider involvement means two-thirds did not.

Today’s hearing is just another example of Democrats trying to
manufacture headlines to advance their partisan objectives, even if
those policies limit student choice and freedom. As I repeatedly
said oversight is a critical function of Congress, and we must pro-
tect use of taxpayer funds, a responsibility I take very seriously.

But this hearing fails to address substantively the ways higher
education fails students. President Obama presided over several of
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these transitions, but Democrats remained suspiciously quiet. Now
we're coming off 4 years of President Trump whose Department of
Education strengthened the bureaucratic review of this non-profit
conversion process.

We're fabricating a crisis to rally support for a socialist overhaul
of our education system. It wasn’t a pressing problem 8 years ago,
and with the GAO determining there’s been no fraud, it is a press-
ing problem now. The Federal Government should not be in the
business of picking winners and losers, yet Democrats are actively
working to eliminate proprietary institutions.

For a party that loves to talk about diversity in higher education,
it is ironic they are attacking institutions that educate hundreds of
thousands of minority students, veterans, older Americans, and
single parents. The Higher Education Act is in desperate need of
reform, so all colleges—not just those the democrats demonize, are
held accountable and better serve students.

When it comes to post-secondary education the question we
should be asking is whether students are getting the education
they need to be successful. Unfortunately, even before the pan-
demic disrupted schools, jobs, and families, polling suggested that
53 percent of recent college graduates are unemployed or under-
employed. At the same time millions of jobs sit unfilled due to the
skills gap, demanding more students obtain a skills-based edu-
cation, which many proprietary institutions offer.

Those are the issues facing students in higher education, not
whether the president of a for-profit university kept his job while
the university’s tax status changed. While the purpose of today’s
hearing is questionable, I look forward to hearing from our wit-
nesses and engaging in positive conversation.

[The statement of Ranking Member Foxx follows:]

STATEMENT OF HON. VIRGINIA FOXX, RANKING MEMBER,
COMMITTEE ON EDUCATION AND LABOR

Our education system is in crisis.

High school graduation rates are declining, the Nation’s skills gap is growing,
COVID-19 pandemic polices have led to years’ worth of learning loss, Federal stu-
dent debt tops 1.5 trillion dollars, college costs continue to skyrocket, campus free
speech is under attack, and China is infiltrating U.S. campuses.

All these issues are deserving of Congress’ time and attention, so you can imagine
my surprise when I learned we were ignoring these important, pressing topics to
examine colleges transitioning from for-profit to non-profit status, which impacts
roughly zero-point one percent of for-profit colleges per year, or approximately three
schools a year. In the past decade only 35 such colleges transitioned to non-profit
status.

So, to the millions of students wondering why Congress hasn’t acted on campus
free speech zones, Chinese Communist party censorship, and exorbitantly high tui-
tion rates—I say look no further than this hearing today.

Democrats want to discuss the possibility of a narrow type of fraud in higher edu-
cation, specifically the potential for some stakeholders to receive improper benefits
when non-profit organizations acquire for-profit colleges. Committee Republicans are
against all fraud and abuse no matter the tax status of the institution. Sadly, Demo-
crats are more interested in chasing phantoms than they are working with Repub-
licans on issues that are actually important to students. Republicans will continue
our work to improve the odds that students succeed after attending postsecondary
education.

But let’s return to why Democrats called this hearing. I'd like to make several
important points about the Government Accountability Office (GAO) report Demo-
crats will highlight, which investigated when for-profit colleges became non-profit
entities.
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First, transitioning from for-profit to non-profit is completely legal. Second, if any
of my Democrat colleagues read past the report’s title, they would know two of the
three GAO recommendations are outside this Committee’s jurisdiction.

Additionally, the GAO report flagged that one-third of the 35 proprietary institu-
tions that became non-profits had insider involvement. While that term may sound
nefarious, it is a far cry from real harm inflicted upon students, which is where we
should be focusing our efforts and attention.

Today’s hearing is just another example of Democrats trying to manufacture head-
lines to advance their partisan objectives, even if those policies limit student choice
and freedom.

As I have repeatedly said, oversight is a critical function of Congress, and we
must protect the use of taxpayer funds—a responsibility I take very seriously. But
this hearing fails to address substantively the ways higher education has failed stu-
dents. President Obama presided over several of these transitions, but Democrats
remained suspiciously quiet. Now that we are coming off four years of President
Trump, whose Department of Education strengthened the bureaucratic review of
this non-profit conversion process, we are fabricating a crisis to rally support for a
socialist overhaul of our education system. It wasn’t a pressing problem eight years
ago and with the GAO determining there’s been no fraud, it isn’t a pressing problem
now.

The Federal Government should not be in the business of picking winners and los-
ers. Yet Democrats are actively working to eliminate proprietary institutions. For
a party that loves to talk about diversity in higher education, it is ironic they are
attacking institutions that educate hundreds of thousands of minority students, vet-
erans, older Americans, and single parents.

The Higher Education Act is in desperate need of reform, so all colleges ? not just
those Democrats demonize ? are held accountable and better serve students.

When it comes to postsecondary education, the question we should be asking is
whether students are getting the education they need to be successful.

Unfortunately, even before the pandemic disrupted schools, jobs, and families,
polling suggested 53 percent of recent college graduates are unemployed or under-
employed. At the same time, millions of jobs sit unfilled due to the skills-gap, de-
manding more students obtain a skills-based education which many proprietary in-
stitutions offer.

Those are the issues facing students and higher education, not whether the presi-
dent of a for-profit university kept his job when the university’s tax status changed.

While the purpose of today’s hearing is questionable, I look forward to hearing
from our witnesses and engaging in productive conversation. I yield back.

And Mr. Chairman before I yield back, I'd like to yield to Dr.
Letlow for a very brief opening statement.

Chairman ScoTT. The Gentlelady from Louisiana is recognized.

Ms. LETLOW. Good morning, Chairman Scott, Ranking Member
Foxx, Members of the committee and witnesses. I'm honored to join
this distinguished committee, and to have the opportunity to rep-
resent the teachers, professors, principals, administrators, and stu-
dents of the 5th District of Louisiana.

As a former higher education administrator, this committee holds
a special place in my heart. I am pleased to be able to be on a com-
mittee that will help shape education and workforce policies for
years to come. I firmly believe education is the key to success. We
must do all we can to ensure our students have the opportunity to
learn, grow, and find career opportunities that best suit their tal-
ents.

We must pave the way for our children to be able to choose any
route of education they wish to pursue, whether trade schools, com-
munity colleges, or universities. Utilizing public-private partner-
ships for workforce education is paramount. Additionally, there are
a unique set of challenges that our rural schools face, including ac-
cess to broadband and teacher recruitment and retention.
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I look forward to working together to tackle these pressing
issues. I'm excited to begin working with you all to better edu-
cational programs, and workforce opportunities for my constituents
and individuals across the country. Thank you and I yield back my
time.

b N{{s. Foxx. Thank you for your indulgence, Mr. Chairman. I yield
ack.

Chairman ScOTT. No problem. Thank you. Without objection all
other Members who wish to insert a written statement into the
record may do so by submitting them to the Committee Clerk elec-
tronically, in Microsoft Word format by 5 p.m. on May 4, 2021.

I will now introduce the witnesses. Yan Cao is a Senior Fellow
at the Century Foundation where she works on higher education
policy with a focus on expanding opportunity, reducing inequality,
and ensuring fair outcomes for students.

She previously worked as a Skadden Fellow at the Project on
Predatory Student Lending at the Legal Services Center at Har-
vard Law School, representing students defrauded by for-profit col-
leges, and as an attorney at South Brooklyn Legal Services, rep-
resenting low-income families with predatory student loan debt.
She received her bachelor’s degree from Stanford, and a J.D. from
New York University.

Brian Galle is a Professor of Education at Georgetown Univer-
sity. His research and teaching interests include taxation, non-prof-
it organizations, behavioral law and economics, federalism, and
public finance economics. He practiced for 3 years as an attorney
in the criminal appeals and tax enforcement policy section of the
tax division at the U.S. Department of Justice.

He’s a graduate of Harvard College, received a J.D. from Colum-
bia and an LL.M. from Georgetown.

Andrew Gillen is the Senior Policy Analyst for the Texas Public
Policy Foundation and an adjunct professor in economics at John
Hopkins University. He’s spent over a decade of non-profit and
philanthropic organizations researching ways to improve post-sec-
ondary education.

Previous places of employment include the Charles Koch Founda-
tion, the American Institutes for Research, American Council of
Trustees and Alumni, the Center for College Affordability and Pro-
ductivity. He also served on the U.S. Department of Education’s
Advisory Committee on Student Financial Assistance.

He has a Ph.D. in economics from Florida State and a BA in
business from Ohio University.

Melissa Emrey-Arras is the Director of GAO’s Education Work-
force and Income Security Issues team. She oversees the GAOQO’s
higher education reports, has led studies examining issues ranging
from for-profit college conversions to student loans.

Before joining GAO in 2001 she worked in the private sector con-
sulting company and conducted program evaluations for State and
local governments. She has received a master’s degree of public pol-
icy from Harvard’s Kennedy School where she was awarded the
Manuel C. Carballo prize for graduate research, and she also has
a bachelor’s degree from Swarthmore College.

I appreciate all of the witnesses participating today and look for-
ward to your testimony. Let me remind the witnesses that we've
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read your written statements and they will appear in full in the
hearing record.

Pursuant to Committee Rule 8(d) and the committee practice,
each of you is asked to limit your oral presentation to a five-minute
summary of your written statement. Before you begin your testi-
mony, please remember to unmute your microphone. During your
testimony staff will be keeping track of time and the timer will
sound when time is up.

Please be attentive to the time and wrap up when your time is
over and then re-mute your microphone. If you experience technical
difficulties during your testimony, or later in the hearing, you
should stay connected, make sure that you're muted, and use your
telephone to immediately call the committee’s IT director whose
number was provided to you in advance.

We will let the witnesses make their presentations before we
move to member’s questions. When answering a question please re-
member to unmute your microphone. Witnesses are aware of their
responsibility to provide accurate information to the committee,
and therefore we will proceed now with their testimony.

We will first recognize Ms. Cao. Ms. Cao?

STATEMENT OF YAN CAO, JD, FELLOW, THE CENTURY
FOUNDATION

Ms. Cao0. Thank you, Chairman Scott, for the opportunity to tes-
tify today, and to Mr. Vassar for assistance with slides today. Be-
fore we dive into the complex conversations the GAO has described
in its report, I want to start with the basics. How do you close the
skills gap, expand opportunity, and provide a fighting chance to
students who have suffered from chronic underinvestment in their
prior education?

Ask any high school principal and she’ll tell you, “Invest re-
sources in students.” With the Higher Education Act, Congress has
made an enduring investment in student’s higher education, but
not all of those resources reach the students who need them the
most. In the for-profit sector, taxpayer dollars earmarked for higher
education can be extracted by insiders for personal gain.

To understand why this matters, focus on the gap between the
tuition dollars that students pay in, and the educational invest-
ments that students get out of institutions. Now at traditional non-
profit schools, 100 percent of that difference must be reinvested to-
ward education.

At for-profit schools, the gap between high tuition and low edu-
cational spending can be extracted by insiders. This distinction be-
tween revenue extracting schools, and revenue reinvesting schools
makes a huge impact on incentives, behaviors, and student out-
comes.

There are two paths for maximizing revenue—high tuition, and
high-pressure recruitment. High tuition translates to more debt. At
Keiser University a conversion described in the GAO report, every
program has a median debt of $30,000.00 or higher. This is true
for less than 5 percent of public college programs.

High pressure recruitments leads to fraudulent tactics. Together,
revenue extracting schools account for 99.7 percent of borrower de-
fense claims that that have been identified by an institution. Once
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revenue extracting schools max out revenue, the other side of the
equation is minimizing investment in students.

For every one dollar of student tuition, for-profits average just 29
cents of student instruction. Some for-profit conversions are even
worse. Grand Canyon University reports to spending 18 cents on
instruction for every student tuition dollar. The same high-price,
low-value formula that produces big profits for owners leads to
drop-outs, loan defaults, and worthless degrees for students.

In some cases, for-profit conversions produce outcomes that are
even worse for students than those at traditional for-profit schools.
Congress and the Department of Education have taken steps to
protect students from the heightened risks associated with revenue
extracting institutions.

For-profit colleges sometimes describe these sector-specific regu-
lations as an unfair additional burden, but this is disingenuous.
Let’s take an example. When for profit owners have withdrawn in-
vestments to the point of near collapse, regulations then limit fur-
ther withdrawals of capital.

This rule singles out for-profits for a simple reason, non-profit
owners can never withdraw capital. As the example illustrates, for-
profit regulations are not added burden on revenue extracting insti-
tutions. Instead, they are guardrails for institutions that lack the
non-profit sector’s absolutely barrier against enrichment.

Private institutions have two choices—either give up the revenue
extraction power and reinvest 100 percent of resources in student
education, or retain the revenue extraction power, but abide by stu-
dent protection guardrails.

For-profit conversations want to have their cake and eat it too.
They want revenue extraction power without the guardrails. This
combination presents the greatest risk to students and taxpayers.
Students intuitively believe that non-profits will be safer than for-
profit schools, but the revenue extracting for-profit conversions are
in fact even more dangerous than for-profit schools that are subject
to lappropriate regulations like 90/10 or the Gainful Employment
Rule.

For-profit conversions are not just wolves in sheep’s clothing,
they are wolves that have sharpened their teeth and honed their
claws while the shepherd is off minding other wolves. The good
news is that the Department of Education already has the tools
that it needs.

To protect students the department must engage in its own re-
view to root out schools with hidden revenue extraction plans. As
we ((:iontinue this discussion, I ask that you keep three students in
mind.

First, a student at school suddenly collapses because owners
have withdrawn too much equity for the school to remain viable.
Second, a student who owes more loan debt that she can ever repay
because her school took her tuition, but grossly underinvested in
her education.

Third, a veteran who has learned not to trust the predatory
school that recruits on base but does not know that the global cam-
pus with the public name is operated by the same company. These
are the victims of for-profit conversions, and I urge you to ensure
that they receive the full benefit of the investment and protections
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secured by the Higher Education Act. Thank you, and I look for-
ward to answering your questions.
[The prepared statement of Ms. Yan Cao follows:]

PREPARED STATEMENT OF YAN CAO

===== THE CENTURY
== FOUNDATION

Testimony of Yan Cao, The Century Foundation,
to the U.S. House of Representatives,
Education & Labor Committee

Tuesday, April 20, 2021

Full Committee Hearing: For-Profit College Conversions: Examining Ways
to Improve Accountability and Prevent Fraud

Thank you for the opportunity to testify today. | am an attorney and Fellow at The Century
Foundation, a progressive nonpartisan think tank that seeks to foster opportunity, reduce
inequality, and promote security at home and abroad. Our education program addresses issues of
school diversity, college affordability, consumer protection, and accountability.

Over the past six years, The Century Foundation has published numerous reports highlighting the
risks associated with dubious for-profit college conversions'—risks that have now been
meticulously researched and documented by the Government Accountability Office (GAQ) in its
January 2021 report: “Higher Education: IRS and Education Could Better Address Risks
Associated with Some For-Profit College Conversions.™

When examining these conversions it is easy to get lost in the details of the complex corporate
shell games predatory colleges play when they want to avoid standards and accountability. But
make no mistake, these conversions, at their core, are about whether the most vulnerable students
—low-income, minority, and first-generation students who have borne the brunt of educational

underinv their entire lives—will have a genuine shot at a high-quality education, or
whether sophisticated and well-lawyered corporations will be allowed to pull the wool over
students” eyes, rip them off while posing as nonprofits, and divert students” precious tition

dollars for private enrichment. If unchecked, false for-profit conversions will result in fewer
Title IV resources reaching the students who need them the most and more students who are
harmed by predatory schools posing as charitable actors.

1 Examples of The Century Fc i on for-profit ' also described as "Covert
For-Profits,” include: _e_QoMﬁLaﬁf:WTSJ Was Wright Wrong? Eary Wamings of Covert For-
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How do you close the equity gap, expand opportunity, and lift students out of poverty? Ask any
high school principal and she’ll tell you: invest resources in students,

With Title IV of the Higher Education Act (HEA), Congress has made an enduring investment of

to support students in higher education. But, unfi 1y, not all of those resources
reach the students who need them the most: In one sector of higher education, taxpayer dollars
earmarked for higher education can be extracted and di d for the | 1 enricl of
owners. This feature is the hallmark of the for-profit sector and, increasingly, of for-profit
colleges that use complex conversions, corporate shells, and regulatory arbitrage to blur the lines
between for-profit and tax-exempt nonprofit status.

As a formal matter, the HEA recognizes three arbiters of nonprofit status. First, institutions call

themselves non profit if they register that way with a state. S 1, stat ized nonprofits
typically seek tax-exempt status from the IRS. Third, IRS-approved tax-exempt entitics may
apply to the Department of Education to be gnized as nonprofits under the Higher Education

Act. Each of these gatekeepers is reflected in one prong of HEAs three-part for nonprofit status:
one prong looks to the states, a second looks to IRS, a third and final prong is reserved for the
Dep of Education’s independ of whether an institution diverts Title IV
resources for “the benefit ofany private shareholder or individual.”*

In the context of higher education, for-profit status is not just an obscure tax designation. Rather,
it is a choice made by owners that preserves their power to take resources from a college’s
coffers—from revenues that come in as students’ wition dollars, federal loans, and GI Bill
benefits—and divert those resources for individual enrick trather than educational
investments.

1. The Power to Extract Resource Defines For-Profit Status

The defining difference between the schools ED regulates as for-profit and the schools ED
regulates as nonprofit lies in the gap between the tuition dollars that come in and the resources
that are invested in students' educations.

- At for-profit schools, the gap b tuition and educational spending can be used to
enrich owners.

- At traditional nonprofit schools, 100% must be reinvested in the schools’ educational
mission.

3 Sew 34 CFR § 600201 }i)-ii) (defining “nonprofil mstitution”); see also 20 US.C.§ 1003(13 ) (defining
“nonprofit” in part as an institution “no part of the neteamings of which inures, or may lawfully inure, 1o the benefi
ofany private sharcholder or individual”).

The Century Foundation | wcforg 2
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This distinetion has produced huge differences in the incentives, behaviors and student outcomes
of revenue-extracting schools (which include for-profit schools and some conversions) versus
revenune-reinvesting schools (which include traditional nonprofit and public schools).

When insiders can extract the difference between high tuition rates and low investments in
students” education, they tend to inflate tuition and dep Jucational in 4By
when the decision-makers know that any difference between tuition charges and educational
investments must be reinvested for educational purposes, tuition stays lower and educational
investment is much higher. On average, for every dollar of debt that a student takes on, nonprofit
institutions invest $0.84 in that student’s instruction while for-profit institutions invest only
$0.29 per tuition dollar in student instruction.®

Il.  Resource-Extracting Institutions Create Risks for Students

") N

By every L e Xfracting institutions are worse for P to
reinvesting institutions.

haal,

Revenue-extracting employ two -gies to maximize the funds available for
extraction: raise tition to capture more revenue-per-student and use aggressive recruitment 1o
enroll more students. In addition to maximizing revenue, revenue-extracting schools preserve
profits for insiders by minimizing investment in students. These tactics are well documented
among for-profit schools® and, despite their charitable claims, many for-profit conversions
behave in much the same way.

+ Higher prices means deeper debt for students at tracting institutions. Less than
five percent of public college prog leave bachelors students with $30,000 of debt or
more, but two-thirds of for-profit coll programs g debt at that level.” Worse,
over 80 percent of atre tracting nonprofits leave stud with over

$30,000 in debt. At for-profit conversion Keiser University, every last program leaves
students with a median debt level over $30,000.

e Volume-driven enrollment means predatory recruitment at revenue-extracting

institutions. Several con i has the ion of for-profit Education
Manag Corporation (EDMC) schools, including the Art Institutes, Argosy
* The Century F
DollarGo? (2019); ide (2019).
Sid.
§ See The Century Foundation series, “THE CYCLE OF SCANDAL AT FOR-PROFI T COLLEGES*(2017-18).

7 College Scorecard data on the median student loan debt of from

The Century Foundation | wcforg 3
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University, and South University, to Dream Center Holdings®; for-profit Kaplan
University's conversion to Purdue University Global”; and for-profit Ashford
University s proposed conversion to University of Arizona Global Campus ""—involve

for-profit schools that were investigated for operating high-pressure sales centers. In each
of these instances, the conversion rewarded past predatory recrui t ined
aggressives sales gers, and i ivized further predatory tactics thmugh revenue-
share agreemenls and incentive-based pay .1V While predatory is

for i h ,itis di f'or dents and taxpayers. As of

December 2020, the Deparl.mem of Education had identified 268 institutions with 100 or
more barrower defense claims: 263 of these were for-profit schools or conversions.'?

® Preserving profits means low educational investment at revenue-extracting institutions,
On average, for every dollarof debt that a student takes on, nonprofits spend $0.84 on
instruction while for-profits spend $0.29.13 Educailonal investment at covert for-profits
reflect the priorities of r tracting insti for ple Purdue University
Global, a for-profit conversion that formerly operated as Kaplan University, spends just
$0.13 on instruction for every tuition dollar it receives. Another for-profit conversion,
Grand Canyon University, spends $0.18 on instruction for each student tuition dollar
For-profit Ashford University spends only $0.19 on instruction for each tition dollar,
and, as part of its currently-pending conversion contract with the University of Arizona,
Ashford’s parent company, Zovio, has effectively placed a two percent cap on
instructional increases for the next fifteen years.! Notably, the contract did not cap

g U.S Depnnmmaf]usnc&?resskelcase ppe C

o Vi s (November 16,2015).
] d Graham Holdings, have b
initiated by agencies, including: U.S. Dep of Justice- Pcnnsylvanla{"omn Attor9ey General -
Delaware (2011), Ul’f"moflhcmuxmy(:cnaal Florida (2010), Attomey General - 1linois {201 1), Attomey
General- Massachusetis (2011), Attomey General - North Carolina (2012), U.S. Depariment nI‘Jusucc-Tcws
{2015). Sec generally, David Halperin, Republic Repart, “Law d Actions R
For-Profit Colleges™ (updated March 17,2021),
19 Califomia Dep't of Justice: “ Allomey i
and Deceiving Students’

Qr- 1 £

"(Nov.29,2017).

7 As a generalmatter, HEA prohil ive-based p “anyp ities engaged in any student
recruiting or adm ission activities” 20USC § IW-'(a)(ZO] Fol profi PP hare agr
suggest an improper private benefit even owtside of the iting, admissions, and financialaid functi
12 Department of Education data on file with the auth dobtained by Yahoo! Fi hrough public records
requests.
13 Unless otherwise noted, i ional expendi e din thi h leulated from i

P d i ional and itk d fe the20I71 d P dary ion Data
System Finance Survey.

2k Spccll'v:a]ly Ash lbn!'s comversionto Umvi:lslyul'a\rmuna (‘lu]:nl (_ Ampus mc]ud-:s a contract chusen llotting a
2% ma l increase in the i F F

bove that come from rhe ionof the school' b lefia fier Zovio ha:
cxuacted a sizable fee, wi could eliminate for nv:rTlJ percent ofthe schon]'s titionrevenue. Seegenerally

The Century Foundation | wcforg 4
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increases to Zovio's recruitment expenses or reve'nue share fee. Last summer, Zovio hired
an additional 200 sales agents'; hil d over
Ashford’s low number and compensation of full-time i mslruc:ors 1

The same high-price, low-cost formula thal spells profit for owners leads to dropouts, loan
lefaults, and for

- Default Rates - For profit colleges enroll 8 p of stud but for 25 percent
of student loan defaults.'” While the 13 percent default rate of the for-profit sector is
already too high, in many cases, for-profit conversions produce student loan defaults at
even higher rates. For example, Bryant & Stratton College, which is currently pursuing
a for-profit conversion, has a 20 percent student default rate. Both The Art Institute of
Atlanta and the Art Insti of Housts two of the schools involved in the Dream
Center conversions—had default rates over 20 percent.

- Debt-to-Income Ratios (Gainful Employment) - For-profit colleges represent 66 percent
of the programs tested against the debt-to-earnings ratio in the 2014 Gainful Employment
rule, However, for-profit programs disproportionately produced bad results, and
accounted for 98 percent of programs that failed the gainful employment standard, Some
predatory for-profit schools sought conversions as a way to avoid scrutiny for their
failing programs; for example, when for-profit EDMC sought to convert Argosy, Art
Institute and South University schools to nonprofit status, those chains included 137
programs that failed the gainful employment standards. '®

- Repavment rates - Many student loan borrowers take years before they can begin paying
down the principal of their student loans. After five years of repayment, on average, the
majority of borrowers at public institutions (52%) and nearly two-thirds of borrowers at
nonprofit institutions (64%) have reduced their original student loan principal by at least
%1.1% But, unfortunately, only 39 percent of borrowers who attended for-profit institutions
are able 1o reduce their debt after five years of repayment; instead most students are
either deeper in debt or in default. Repayment rates at for-profit conversions are even

15 Sarah B e e
MNew York Times, June 17,2020,

18 WASC ScmurC 1 'Unl\-'u'sltyl’ ission, Connnissi J-r-n-.i.emer fitation Visit, June 2019
", DepanmemorEdmuon mwmmma MWWWMGWA
: EDMC’s fa ﬂms programs include 13 at Argosy University, 15 ai.Southl. ity,and |09atArt nst

Lps: 5.

19 Education, College d:R Ratedata (2011-12rep hort di
201617
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worse: only 23 percent of borrowers at Bryant & Stratton College and 16 percent of
borrowers at College America are able to reduce their debt after five years of repayment.

Finally, when compared to genuine nonprct'l.s revenue-extracting schools are far more likely to

precipitously close, leaving stud 1 Ily displaced. In 2019, The Chronicle of
Education reported that for-profit schools are responsible for 85 percent of students harmed by
1 .20 Add in cll atrev ing institutions like Alterius (the post-

conversion form of Corinthian Colleges) and Dream Cemer (the post-conversion owner of
Argosy, Art Institutes, and South University) and the body count is higher still.

Nonprofits close when they run out of resources to meet their educational mission. R
extracting institutions ¢lose when it serves their bottom line. When acereditors or regulators
demand better outcomes from failing schools, owners can cut the cord and leave students
stranded rather than go through the difficult and costly processes for either raising standards at
the institution or securing an opportunity for stud
institution. 2!

o

to makea to another

As the GAO report noted, corrupt for-profit conversions facilitate revenue-extraction by insiders

and weaken the fi ial viability of tracting institutions. GAO tracked 16 for-profit
conversions that involved insiders; while all institutions were financially sound prior to the
conversion, |5 of them failed key tests for financial soundness in the year following the
conversion.?? In addition to harming stud these sudden cl carry a high cost for
taxpayers. Shortly before Dream Center collapsed, its ive, Brent Richardson sent a letter to

the Department of Education estimating that the collapse “would resultin nearly $1 Billion
dollars in taxpayer liabilities.” Richardson was also an insider whose family trust extracted
resources from Dream Center schools, accelerating their collapse.

R tracting institutions post risks for
become safer merely because the IRS has become a less reliabl
bouncer may let an armed criminal into a club, but that does not make the criminal safe. Instead,
the Department of Education must look behind the IRS designations to ensure that institutions
are regulated based on the risks they pose to students.

and taxpayers, and they do not
1 Adi q

@ Michael Vasquez and Dan Bauman, “How America’s College-Clasure Crisis Leaves Families Devastated " (Aprl

4,2019).
21 Additional from The Century Foundati precipi llege clo include: How to Stop Sudden
College Closures (2019); i (2020); To Monitor for Colleges That May

Soon Fold, Look to Liguidity (2020).

2 GAD; JL‘E(QELC&.EQQQQMELQDE&!I 26

2.8 House of R e i d Labor: “SHATTERED DREAMS: EXAMINING
THEEDUCATI ON DEPARTMENTS ROLEIN THE MISCONDUCT OF DREAM CENTER EDUCATION
HOLDINGS." July 2020, at | {intemnal quotations omitted).

The Century Foundation | wcforg 6
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When the IRS misapplies tax-exempt status, it can go back and collect back taxes (with interest).
But most students have just one shot at higher education. There are limits to the time, sacrifice,
savings, student loan debt or military benefits a student can expend. If the Department of
Education mischaracterizes a school, it leaves students unprotected and vulnerable to the worst
abuses of for-profit schools.

Protecting Students from the Risks of Revenue-Extraction

The best way to protect students from the risks of revenue-extraction is to earmark every dollar
for a specific, beneficial educational purpose. That is in effect what wealthy parents do each year
when they send their children to nonprofit colleges; they protect their investment. At revenue-
reinvesting nonprofits, board members owe a fiduciary duty to invest all of the institution’s
resources toward educational goals. But, insiders at for-profits and some putative “nonprofits™
owe a fiduciary duty to sharcholders, which is often misaligned with the educational needs of
students. As a result, the entire patchwork system of for-profit regulation still fails to be as
effective a defense as the affirmative mandate to reinvest all revenue in education.

Absent the revenue-reinvesting mandate, Congress has created a set of guardrails to temper the
worst abuses of revenue-extracting schools. For-profit colleges sc i describe sector-
specific regulations as an unfair additional burden. This is disingenuous, Regulation of for-profit
schools is a pale approximation of the resource reinvestment mandate that promotes student
success at nonprofit institutions. To give an exa mple, when fi orlprot‘ t owners have withdrawn or
withheld investments to the point where a school is f iall lations require
owners to report further withdrawals of capital.®* This rule singles out for-profits for a simple
reason—nonprofit owners are never permitted to withdraw capital. At false, revenue-extracting
nonprofits, insiders can withdraw equity to the point of financial instability, and then they can

keep going. It is no wonder that these conversions are prone to sudden closures.

The Department of Education grants private institutions two latory options: give up the
revenue-extraction power and reinvest 100% of resources in students” education or retain the
revenue-extraction power but abide by student protection guardrails. When predatcry institutions
want 1o keep their revenue-extraction pov«er‘dwen from students” ed and

evade stud ils, they pursue disi for-profit ions. So far, as

¥

the GAO report has documented, many have gotten away with it.

This problem has been decades in the making, but the pattern is becommg clear. Congress
legisl student pr i and the most predatory re ing institutions change their

tax status to dodge them:

234 CFRB6B.171(c)(1)(iNB).

The Century Foundation | wcforg 7



21

*  After the Reagan administration sounded the alarm about for-profit schools where “semi-
literate high school dropouts [were] lured to enroll in expensive training programs with
false promises of lucrative jobs,” George H. W, Bush signed into law reforms that
included the precursor to the 90/10 rule that this committee recently strengthened. Just
before a prior iteration of the rule took effect, the owners of Wright Career College
sought tax-exempt status from the IRS, openly declaring its desire to evade the new rules,
and stating that “several other schools™ had recently pursued the same tactic.?

®  Asthe Obama administration prepared to impl Gainful Employment regulations,
which measured graduates’ earnings against their debt levels, the Art Institute, Argosy
and South University schools (with over 100 programs failing the gainful employment
standards) sought a conversion to nonprofit status, Argosy told its accreditor that the
schools would be able to operate “in a much more cost efficient manner” if they were
relieved on the 90/10 rule and treated as a nonprofit for purposes of the Gainful
Employment regulations.2¢ Additionally, this committee identified that the schools failed
o meet ditati dards for for-profit schools, and again, rather than improving

their quality, they sought an end run by p g I I

Congress can no longer allow its rules to be side-stepped by the institutions that pose the greatest
danger to students. If its protections are to be effective, the Department of Education must look
behind IRS designations of tax-exempt status and scrutinize the resource-extraction power and
of Title IV institution

The Danger of Deception

For predatory instituti ining re ion power while evading for-profit college
oversight is already a neat trick. But there is a third, added benefit that makes disingenuous
conversions even more enticing to predatory schools: the ability to market themselves to students
as if they were truly charitable nonprofits.

After waves of fraud, abuse, and sudden closures in the for-profit sector, students have become

wary of for-profit schools. That is why schools like Grand Canyon University brag to their

sharcholders about the stock-boosting benefits of advertising as a nonprofit.?” Regulators should

bc wary any time sharcholders are promised a payday from a conversion to nonprofit status: if an
has truly abandoned its money-making goals, why would stock prices go up?

25 The Century FoummnWmMMM&MWm

28 WASC SeniorCollegeand Uni ditation Team, “hange Cite Visit Report;
e\lsosy Umvclsiy(,hangcm ()wru:lshlp Aprﬂ 12, ZOI ?at 16

The Century Foundation | wcforg &
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The basic formula of low tuition and high investment in educational resources serves students
well. But it is not profitable. When reven ing schools tout nonprofit status to p ial
students, they are benefitting from the trust that revenue-reinvesting institutions have builtup by
staying true to their educational mission. The reality is that share prices rise when sharcholders
know that they will continue to extract revenues, and expect that with the cloak of nonprofit

status, students will be more willing to hand over tuition dollars.

Students intuitively believe that nonprofits will be safer than for-profit schools, but revenue-
extracting for-profit conversions are, in fact, even more dangerous than for-profits that are
subject to the appropriate regulations. For-profit conversions are not just wolves in sheeps’
clothing, they are wolves that have sharpened their teeth and honed their claws while the

herd is busy chasing off'the undisguised wolves.

If for-profit i i ey tracting nonprofits will put pressure on legitimate
nonprofits and tarnish the reputation of the whole sector. Legitimate nonprofits will have to
spend more on advertising to distinguish themselves and avoid losing students to predatory
imposters. This type of advertising arms race would reduce trust and draw resources away from
educational goals across sectors.

At the same time, if disingenuous conversions pay off for the current vanguard of revenue-
extracting institutions, more for-profit conversions will surely follow. Eventually, the only for-
profit schools that remain subject to for-profit regulations would be the ones too small, too

b

phisticated, or too pulous to lawyer up and take advantage of the loophole.

The Tools of Revenue Extraction

The only constant in regulatory arbitrage is adaptation: even as GAO's report lays bare the
various forms that questionable conversions have taken over recent years, predatory institutions
are already innovating new arrangements for covert revenue extraction. The following examples
are p dnotasa prehensive list, but to illustrate of creative variations on the revenue-
extraction theme:

e Revenue extraction through rent - after these for-profit schools sought conversions to
nonprofit status, Keiser University insiders continued to extract $14.6 million a year in
rent. Likewise, insiders at Center for Excellence in Higher Education (CEHE), who
have since been found personally liable for knowingly defrauding students for Title 1V
funds, extracted $5 million a year for rent.?” Owners of Bryant & Stratton College are

wise indi it i i jsms canbe foundat
lleges-say-they -

hutps:/icforg/contentls
2 The Century Foundation, DeVos Must Take Action againg Predatory College Chain (Oct. 2020).

The Century Foundation | wcforg 9
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currently pursuing a conversion in which insiders would own the land through Prentice
Realty Inc., and extract rent from the schools, which would be operated under the
Prentice Family Foundation,*

e Revenue extraction through inflated loans - The 2010 conversion of Keiser University,
allowed insiders to continue extracting revenues through an inflated debt obligation.
Keiser's original purchase price of $6 10 million included $543 million in tangibles
(39%) The in ﬂaled purchase price transaction was financed by an insider loan; debt for

bl gibles meant Keiser insiders could extract a continuous stream of

revenue in the form of debt payments while offering the nonprofit nothing of real value.
As revenue went out the door for debt payments, less was left for students.

Likewise, the Herzing University conversion also included an inflated purct price
loan. The conversion generated an $86 million (plus interest) debt held by insiders with
intangible assets accounting for about half the value. But, just one year later, an
independent evaluation placed the school’s value at $42 million, suggesting that the
intangible assets were fictitious. Deeper debt means more aggressive revenue extraction
and also more control for former owners.

* Revenue extraction through services contracts - After the for-profit conversion of Grand
Canyon University, insiders and shareholders at Grand Canyon Enterprises (GCE)
continued to extract resources from the school through an educational services contract
which granted the GCE an uncapped portion of the institution’s revenues. The
Department of Education rejected Grand Canyon’s application for nonprofit status, citing
IRS precedent disfavoring pped re hare agr 31 Similarly, the

conversion of Kaplan University to Purdue University Global (PUG) allowed Kaplan's
parent company, Graham Heldings Co., to extract resources through a long-term

educational services contract that paid Graham Holdings a cut of any revenue it brought
in through aggressive recruitment and marketing efforts that routinely tout PUG's
“nonprofit” status.

The current efforts of for-profit Ashford University to convert to nonprofit status as
University of Arizona Global Campus involve a long-term services contract that would
allow Ashford’s parent company, Zovio to extract upwards of 70% of students tuition
dollars® for services that could include a continuation of Ashford’s predatory recruitment
practices

3 Emma Whitford, “Bryant & Stration Pursues Nonprofit Conversion,” Insider Higher Ed, (Dec. 4,2020).

31U.S. Dep'tof Ed.,
(Nov. 20191

The Century Foundation | teforg
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The Department of Education Has the Tools To Regulate Revenue Extraction

It is a privilege and not a right for institutions to receive Title IV centification and obtain
resources by placing stud in debt to the federal government. When institutions can draw

down federal funds on the one hand, and extract for insider enrich on the other
hand, there is a unique danger that very little will be left to serve the educational needs of low-
income stud The students with the gr need for educational in will go into debt
hoping to obtain that in and leave re ing schools with little to show for it.

The Department already has the tools to protect students from the harms associated with revenue
extraction: they are the guardrails and protections applied to for-profit schools. The Department
does not define for-profit schools; that would ereate a roadmap for regulatory avoids Instead,
any private school that fails to meet the Department’s three-part test for nonprofit status—

luding any rev ing instituti is subject to ger student p i

Luckily, the Department of Education does not regulate based on tax status; rather, it uses IRS
review as a shortcut to weed out some high-risk revenue-extracting schools. This worked well
when for-profit colleges were smaller, more focused on education, and less invested in
regulatory arbitrage. However, with predatory coll i ingly ipulating gaps in IRS
oversight, it is eritical to remember that while IRS tax-exempt status is necessary, it is not
sufficient to demonstrate nonprofit status for Dep of Education pury Congress
requires the Department to make its own determination as to which schools should be regulated

revenue-extracting for-profits, and which should be regy d as revenue-rei ing nonprofits.

The Century Foundation | teforg
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For-Profit College Conversions:
Examining Ways to Improve

Accountability and Prevent Fraud = THE CENTURY
= FOUNDATION

Testimony of Yan Cao

April 2021

Revenue Extraction - Resources Fail to Reach Students

“Congress has made an enduring
investment in students’ higher
education. But not all of those
resources reach the students who
need them the most.”
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Revenue Extraction - The Profit Equation

What Students Pay “To understand why
for-profit status

matters, focus on the
gap between the
tuition dollars that
students pay in and
the educational
investment that

- What Students Get students get out of
institutions.”

Revenue Extraction - The Profit Equation

What Students Pay

For-Profit
Nnprofs
extract

reinvest

resources il\

resources

> What Students Get
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Two Regulatory Options for Private Institutions

For-profit regulations are not added burdens—they are guardrails to protect
students when institutions lack an absolute barrier against revenue extraction.

Two Regulatory Options for Private Institutions

“Private institutions have two
choices: Either give up the
revenue-extraction power and
reinvest 100% of resources in
students’ education OR retain
the revenue-extraction power
but abide by some student
protection guardrails.”
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The Danger of Deception

“For-profit conversions are not
Jjust wolves in sheeps’ clothing,
they are wolves that have
sharpened their teeth and honed
their claws while the shepherd is
off minding other wolves.”

Additional Resources from The Century Foundation:

2ges Say They re Nonprofit—But Are The) . updated 2020)
How For-Profits le a5 Nonprofit College

Dublous Conver: ForFrofit Ci ) GAQ Report (2021)

Chairman ScoTT. Thank you. Now we’ll hear from Mr. Galle.

STATEMENT OF BRIAN GALLE, JD, LL.M., PROFESSOR OF LAW,
GEORGETOWN UNIVERSITY LAW CENTER

Mr. GALLE. Thank you, Chairman Scott, and Members of the
committee. My name is Brian Galle. I'm a Professor of Law at
Georgetown. I'm here to discuss the efforts of a number of colleges
which are operated for-profit, to get recognition from the education
department as non-profit.

I'm going to call these efforts conversion transactions. I'll tell you
why I think these conversions are so concerning for students and
taxpayers. The IRS and ED both have jurisdiction over schools that
claim to be non-profits, so I'll explain why I think IRS hasn’t been
able to address my concerns, and I'll tell you what I think ED
should do.
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First a little background. As you know, the Higher Education Act
and ED’s regulations treats schools differently if the school is oper-
ated for profit. The 90/10 Rule and gainful employment rules both
regulate for-profits more carefully than other schools.

So, what’s the difference between a for-profit and non-profit
school? The answer is incentives. For-profits want to make money
for their owners, non-profits can’t. Legally being a non-profit means
that an organization can’t share its profits with anyone.

A for-profit school is like a car salesman who works on commis-
sion. When you walk in, they want to sell you all the expensive op-
tions you don’t really need, like the fake wood trim. There’s evi-
dence this difference in incentive matters. Researchers find that
for-profit colleges are actually a worse deal than dropping out of
school for some students.

On average students at for-profits earn 11 percent less than simi-
lar students at non-profits or public schools, and they have more
debt besides. Insured genuine non-profit status offers key protec-
tions for students. A traditional non-profit behaves differently than
a school that’s incentive to maximize revenue.

Now what’s troubling about conversion transactions? You have a
school saying it’s a non-profit, but it isn’t acting like one. We'd all
agree a cancer charity that spends 80 percent of its revenues on
fund-raising is not really a charity at all.

Some of these converted for-profit colleges are like that. Their
non-profit status is a disguise. Here’s your typical transaction. Mr.
Investor sells the school that Charity Z which he also founded, in
exchange for an 800-million-dollar IOU. Every year Charity Z has
to pay him 50 million dollars or so in interest.

It’s important to realize what that massive payment back to Mr.
Investor means for the new non-profit school. Before the conversion
School A has 50 million in net revenues, all of which it was paying
to Mr. Investor. After the conversion, Charity Z still needs 50 mil-
lion dollars in net revenue just to pay to Mr. Investor.

In short, Charity Z is a prisoner of its debts. To be able to pay
it has to be continuing to operate the school exactly the way it was
run before, to maximize net revenue. It’s like if you wanted to re-
tire but you have a big mortgage, so you’re stuck working until you
can pay it off.

The new non-profit’s rule is in the exact same position. It’s call-
ing itself a non-profit, but it still has to act like a for-profit, maxi-
mizing its income, not student outcomes. By the way I didn’t make
up that transaction, it’s the actual deal that Grand Canyon Univer-
sity made.

Other schools have also added huge debts to their for-profit part-
ners too, 134 million, 321 million, 636 million. Look at, so what
should education do about this? Title IV allows ED to decide when
a school is a non-profit for purposes of the statute. As you probably
know, that’s also a determination IRS makes, based on similar lan-
guage for purposes of figuring out whether an organization can be
tax exempt.

As the GAO report tells us, the IRS hasn’t closely examined a lot
of these conversions, some of them it hasn’t even known about. IRS
hasn’t actually flunked any of these organizations, but that doesn’t
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mean everything is fine. Instead, it should signal that education
needs to conduct its own independent review.

Right now, education and IRS have what I call a centerfield
problem. I was a youth baseball coach. Every time there’s a flyball
to centerfield, two of my kids would both yell, “I got it,” and then
the ball would fall right to the ground.

Education should be fielding the problem of for-profit conver-
sions. IRS doesn’t have the resources. Even if that agency got an-
other billion dollars a year, there’s still one and a half million char-
ities for them to monitor every year.

IRS also doesn’t have student protection as its primary mission.
The law it enforces isn’t aimed at telling which charities are really
non-profit and which aren’t. To be clear in my view a lot of the con-
version transactions I examined fail ed basic and important tax law
requirements.

But figuring out which schools prioritize money over student out-
comes is not IRS’s job. So that brings me to my conclusion. Edu-
cation is the right agency to monitor for-profit conversions. Title IV
is intended to impose tougher standards on schools that have a fi-
nancial incentive to favor revenues over student outcomes.

Education can and should implement Title IV to make sure that
that is true no matter whether some organizations might slip past
IRS scrutiny. Thank you again for inviting me to testify. I'm happy
to answer any questions you might have. I hope my comments are
helpful to the committee.

[The prepared statement of Mr. Brian Galle follows:]
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returns.”!® Costs exceed benefits for many for-profit enrollees.'® Graduates earn 11% less,
on average, than similar students who go to public schools.!” Some students would do better
to drop out of community eollege than to transfer to a for-profit college.'®

There are similar differences in health care. Studies using modern econometric
methods find that non-profit nursing homes are higher quality, with fewer bed sores, falls,
or other negative outcomes.' Although measures of hospital quality are controversial,
researchers generally agree that nonprofit hospitals do not mark up costs as aggressively as
for-profits, and do a better job of protecting the most vulnerable patients.®

Consumers also see better results when the profit motive is weaker at financial
services firms. For-profit insurance companies with traditional stock ownership have 20-
25% more delayed payments and misconduct than mutual insurers, who like nonprofits
cannot distribute profits to investors.®! Similarly, credit unions, a form of customer-owned
mutual bank, behave quite differently from typical commercial banks.?2 Most commercial
banks earn large fractions of their banking income through fees and charges that customers
could aveid if the customer were highly attentive and able to carefully manage their
account usage; overdraft fees and late charges are common examples.® Credit unions, in
contrast, often advertise that they offer “no hidden fees,” and then in fact deliver on that
promise.®

For-profits maximize revenue, not quality. For-profit hospice care organizations
stretch out patient stays to maximize revenue.*® For-profit colleges respond to changes in

15 Luis Armona et al., “Student Debt and Default: The Role of For-Profit Colleges,” Federal Reserve
Bank of NY Staff Report No. 811 (Feb, 2020),

o d? A ing the I and
Earnings of F\:vr—Pruﬁt Cullege ive Data." 54 oJ. Hum. Rmumes 342
(2019).

7 Hd.

15 Vivian Y.T. Liu & Clive Belfield, “The Labor Market Returns to For-Profit Higher Education:
Evidence for Transfer Students,” 48 Community College Review 133 (2020).

i E.g., Lisa A. Ronald et al., “Observational Evidence of For-Profit Delivery and Inferior Nursing
Home Care: When Is There Emugh Evidence for Policy Change?,” PLoS Medicine (Apr. 16, 2016),
https:if ls.plos, farticle?id=10.1371/journal.pmed.1001995; David C. Grabowski
et al., “Effect of nursing home ownership on the quality of post-acute care: An instrumental variables
approach,” 82 J. Health Econ. 12 (2013); Michael P, Hillmer et al., “Nursing Home Profit Status and
Quality of Care: Is There Any Evidence of an Association?,” 62 Medical Care Research and Revietw
139 (2005).

= Mark Schlesinger & Bradford H. Gray, “How Nonprofits Matter in American Medicine, and What
to Do About It,” Health Affairs Web Exclusive (2006), https:/idoi.org/10.137 7 hlthaff. 26 w287,

# Jiang Cheng et al., “The Ownership Complaint Gap: Mutual versus Stock Intermediaries,” 556 /.
Financial & Quantitative Analysis 1885 (2019).

2 Ryan Bubb & Alex Kaufman, "Consumer biases and mutual ownership,” 105 .J. Pub. Econ. 39
{2013).

= Id.

o Id.

# Richard C. Lindrooth & Burton A, Weisbrod, “Do religi profit and for-profit organizations
respond differently to financial incentives? The hospice industry,” 26 .J. Health Econ. 342 (2007).
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of applications for tax-exempt =tatus as it did a decade ago, even as total applications are
up.

Figure One: IRS Denials of Applications for Exempt Status

208 T
EC L 2

Source: Author ealeulations, based on
IRS Statistics of Income Data

The current administration is proposing to increase the IRS budget, but that will not
solve other key gaps in IRS authority. For example, IRS asks taxpayers to identify
transactions with “interested persons” on their tax returns, and defines that term to includ
“disqualified persons.”5! But it is left to the taxpayer in the first instance to decide which
persons or entities are “disqualified persons.” An organization can therefore take an
aggressive position with respect to which transactions even need to be reported. It has been
reported, for instance, that Purdue Global did not report Kaplan Education as one of its five
largest contractors, despite over $45 million in contracts between the two organizations.®

The uncertain state of tax law also leaves room for institutions to omit key
information. For example, if a eontractor is in a pesition to potentially exert significant
influence over the conduct of a core operation of the school, but that contractor is not owned
by an individual with a formal position of authority at the school, the applicable regulations
would call for a complex balancing test to determine whether transactions with the
contractor are reportable.® IRS is not typically able to second-guess the organization’s
position, because without additional information outside the tax return IRS does not even
know that the transaction took place. | therefore agree with the GAO report that it is
advisable for IRS to ask specifically about conversion transactions.*

0 https-lwww.irs.gov/statistics/soi-tax-stats-cl Eapplisationsdnita pliatatusreditic
book-table-12
5 RS Form 990 Schedule L Instructions,
s2h ffeef.org fi i bal-pot-irs-at v
{4 P-app

% Treas, Reg. 53.4958-3(0), (d), (e).
# GAQ Report at 49.
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Education to more fully understand whether IRS has undertaken enforcement with respect
to a conversion transaction, and if not why not.

Disclosure is Likely Inadequate to Protect Student and Taxpayer Interests

It might be argued that Education review is ry b can rely
on public information about school costs and outcomes, and can make their own decisions
about whether to attend a converted for-profit school or not. In addition to their subst-anuve
requirements, the Gainful Employment regulations may include provisions requi
institutions to report on key cost and outcome measures.® Although these disclosure
obligations could be useful to some students, they cannot substitute for the 90/10 rule or
other oompnnents of the Gainful Employment regulations. Education therefore must
continue to distingui fully between fits and others.

Data disclosures are useful primarily for families with the experience and savvy to
find them, interpret them, and use them to compare mstltutlons to each other. Many
students in the community that historically have been disp: ti d at
for-profit colleges will struggle with some or all of these tasks, Resesmhers ﬁnd for
example, that low-income households, and especially students who are the first in their
families to attend college, are rarely able to parison shop | schools to und nd
competing financial aid offers.® It is likely that many mistake the “sticker” price of tuition
for the real price of attending school, not ding that most schools provide financial
aid or access to government-subsidized borrowing.®

It iz alzo uncertain whether disclosure reguirements are meaningful in an
environment with pervasive advertising. Many proprietary schools zpend millions of dollars
annually on advertising and recruitment.® Studies suggest that for-profit recruiters apply a
variety of high-p sales techni to enroll students.™ It is unlikely that students
will be attentive to numbers hidden deep in the school's web site when they are continually
expozed to these competing information sources.

& The legal status of the disclosure rules is presently uneertain, with Devos-era changes still
ially subject to chall
% A helpful overview is Susan M. Dynarski & Judith E. Scott-Clayton, “Complexity and Targeting in
Student Financial Aid: A Quantitative Analysis,” 22 Tax Pol'y & Econ. 109 (2008); see alzo Susan M.
Dynarski et al., “Closing the Gap: The effect of a targeted, tuition-free promise on college choices of
high-achieving, low-income students,” NBER Discussion Paper No. 26349 (2018); Caroline Hoxby &
Sarah Turner, “E: ding College Op ities for High-Achieving, Low-Income Students,”
Stanford Insti for E ie Polic: y h Di ion Paper 12-014 {2013).
% See Celeste K. Carruthers & Jilleah G, Welch, “Not whether, but where? Pell grants and college
choice,” 172 J. Pub, Econ. 1, 19 (2019),
“ Alejandro Vazquez-Martinez & Michael Hansen, Brookings Blog, “For-profit colleges drastically
1 eompeting' itutions on advertlslng” (May 19, ZOML
T P Aubl
Swphnme Rieg-Cellini & Latika Chsudhnry. "Oommarlcals for oollegﬁ” Mvemsmg in hlghcr
edur.auon Bmkmgs [nstlwuon Report, httpa/fwww.b -
i} rti tion/ (May 189, 2020).
”U.S Senate, I-Ieall.h Educalmn, Labor, and Pensions Committee, For Profit Higher Education: The
Failure to Safeguard the Federal Investment and Ensure Student Success 49-71 (July 30, 2012).

13|Page



44

Chairman ScoTT. Thank you. Mr. Gillen?

STATEMENT OF ANDREW GILLEN, Pa.D., SENIOR POLICY
ANALYST, TEXAS PUBLIC POLICY FOUNDATION

Mr. GILLEN. Thank you. And thank you to all the Members of the
committee for inviting us to talk on this important topic. I first
want to comment the Government Accountability Office for putting
together a very useful and insightful report. I think it’s done a
great job on a sound basis for their discussion.

Having said that I do want to raise a couple issues that I think
can benefit from further conversation and investigation. So, the
first concerns the GAO’s recommendation that the IRS add more
questions about recent for-profit college conversions to non-profit to
their annual filings.

This may be a good idea, it may not, but I think it really needs
to be conducted and subjected to a cost benefit test. And I'm skep-
tical that it would pass such a cost benefit test, because the bene-
fits are very small. The numbers of conversions per year are very,
very small. The number of conversions that involve insiders are
even smaller, so we’re talking about one or two colleges per year
where this would even be relevant.

And moreover, this information is already collected by the De-
partment of Education, so this would be just a duplicative kind of
data collection by the IRS. But the cost wouldn’t necessarily be as
negligible, and that’s because the IRS would be required to collect
this information from all sorts of universities, and maybe other
charities as well.

And see you could potentially be asking 300,000 others non-prof-
its about a question that only applies to one, maybe two of them.
And so, this committee has a lot of experience with the FAFSA
form, how over the years it accumulated into you know just a mas-
sive amount of questions.

And it took us a decade to figure out how to simplify it. And so,
I'd like us to keep that in mind when we are encouraging the IRS
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to add other requirements that are only relevant to a very, very
small fraction of schools.

A second point that I'd like to bring up is it would be very useful
for us to distinguish between the different types of insider benefit
and proper insider benefit. The lumping them all together is not
necessarily appropriate because some of them can be assessed at
the time of transaction, and some of them need to be assessed at
an ongoing basis and making that distinction would be very valu-
able.

Another issue I'd like to flag is the issue of regulatory arbitrage,
and so there’s a number of different policies and regulations that
apply to for-profits, or that don’t apply to non-profits that can raise
kind of a wedge between the value of a school as a for-profit and
the value of the school as a non-profit.

And so, we just need to be careful when we’re kind of assessing
whether a transaction is fair. The value can actually—the value of
the school can actually change quite a bit, whether it’s for-profit or
non-profit. Some states are kind of increasing regulations of for-
profits.

There are a set of regulations at the Federal level that only apply
to for-profits as well. And so, this regulatory arbitrage could kind
of skew some of the assessments if we aren’t careful.

And then, the last point I want to make is really that the ac-
countability system that we have for higher education, if we were
able to improve that accountability system, that would really do a
lot to take much of the improper benefit problem that we could see
with some of these entire conversions off the table.

So, with a better—and there’s really two reasons for this. So, the
first is that if we have a better accountability system, it’s easier to
value an account. Right now, it’s very difficult to value a college,
and so it’s relatively easier for a nefarious insider to arrange for
an inflated estimate.

That would be much harder if the accountability system we had
made it much more objective way to value the account. The second
way that a better accountability system would improve higher edu-
cation, and kind of limit any insider involvement problems is that
it would really allow for us to escape what’s going forward in
Bowen’s laws.

And we don’t have time to go all the way into those laws, but
one of the implications of Bowen’s laws is that essentially higher
education is going to see increase in expenditure over time. And if
you're in that environment, insiders at non-profits even, can find
it very easy to arrange for improper benefit.

And so, the for-profit versus non-profit conversion, that’s not
even the real issue. The real issue is non-profits themselves can
find a very easy way to arrange for an improper benefit when we
are stuck in this Bowen’s Law world where we've got increasing
spending over time.

Thank you for allowing me to testify and I'll pass on the time.

[The prepared statement of Mr. Andrew Gillen follows:]
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% Texas Public Policy
Foundation

Statement Before the House Committee on Education and Labor
On For-Profit College Conversions
Andrew Gillen, Ph.D.
42002021

Chairman Scott, Ranking ber Foxx, and | bers of the cc i thank you for giving
me the opportunity to testify on this important topic.

The recent Government Accountability Office report IRS And Education Could Better Address Risks
Associated with Some For-Profit College Conversions provides valuable insight into issues regarding
insider involvement when for-profit colleges undergo conversion into nenprofit colleges.

As the report notes, there is nothing inherently wrong with either converting from a for-profit college to
a nonprofit college or with having insider involvement.

Valid reasons for converting from a for-profit college to a nonprofit college include allowing students to
obtain eligibility for state financial aid grants, avoiding bias in perceptions of educational quality, and
overcoming local resistance to expansion.

Insider involvernent could occur when an individual is a decision-maker at both the buying and the
selling institution. For example, if the college president of a for-profit college is also the president of the
nonprofit purchasing the college, they would be considered an insider, The main benefit to insider

I is the i | memory, stability, and continuity.

inve

But while there is nothing i ly wrong with c i even when they involve insider
involvement, the involvement of insiders does raise the potential issue of improper benefit, where
insiders use their decision-making authority to benefit themselves. For example, an insider could agree
to an inflated purchase price (as the purchaser) that would benefit the insider {as the seller).

Both the Internal Revenue Service (IRS), enforcing the Internal Revenue Code, and the Department of
Education (ED), enforcing the Higher Education Act, forbid insiders from improperly benefiting from any
nonprofit, including colleges that convert from for-profit to nonprofit. The GAO report examines recent
conversions to probe IRS and ED enforcement of these prohibitions.

The report identified several areas were either the IRS or ED would benefit from additional information
to inform their decisions. Two of the three GAO recommendations involve either establishing or
consistently following existing procedures to determine if there is improper benefit. These
recommendations are sensible, and both the IRS and ED have agreed to implement these
recommendations.

To assist IRS, ED, GAO, and this committee, | wanted to raise several issues for further consideration.

First, the GAD recommends that the IRS collect additional infi ion from nonprofits regarding any
past for-profit hip, but this rec dation is likely pi A proper cost benefit test

901 Congress Avenue | Austin, Texas TET01 | (512) 472-2700 | ($12) 472-2728 fax | www, TexasPolicy com
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Fourth, regulatory arbi isan p iated factor in conversions because the value of some
colleges can be fally increased by o ion. Recently, states such as California, New York,
Maryland, Oregon, and Maine have moved to impose additional burdens on for-profit universities within
their borders.! For-profit colleges with operations in these states, or colleges wishing to expand into
these states would face fewer obstacles by undergoing a conversion into a nonprofit college. At the
federal level, there are often additional regulations applied to for-profit universities. For example, the
90-10 rule limits the share of revenue that for-profits can obtain from the federal government. And the

short-lived Gainful Employ lations heavily d prog at for-profit uni ities. These
additional regulati geting for-profit universities can increase the appeal of conversions since the
value of a nonprofit college not subject to these additional regulati may be higher than

the same college as a for-profit.

Fifth, a better accountability system would provide the best protection against insiders extracting
improper benefits. If we had a comprehensive and p ac bility system, it would be much
harder for insiders to extract improper benefits for two reasons. One, with more and more precise
metrics of outputs and outcomes, the value of any given college would be less reliant on subjective
valuations, making it harder for insiders to benefit from an inflated sales price. Two, once colleges are
competing based on better defined and measured outputs and outcomes, there would be constant
pressure to eliminate improper insider dealing due to ier competition among coll B

there is too little information on college outputs or outcomes, colleges are locked into the Revenue
Theory of Costs, also known as Bowen's laws.” Introducing Bennett Hypothesis 2.0° contains a more
detailed explanation of Bowen's laws, but to briefly summarize, because college quality cannot be
observed, colleges compete to increase prestige or perceived quality, There is no limit to activities that
can increase prestige, so there is no limit to the that colleges will seek. Wt they
raise will be spent (hence the name revenue theory of costs), and the end result is that colleges are
locked in a never ended academic arms race to spend as much money as possible in the pursuit of
prestige. This has absolutely d ing ¢ es for important issues like college affordability. But
it also means that it is relatively easy for insiders to hide excessive spending.

Improving the accountability system could free higher education from Bowen’s laws. Fortunately, ED has
recently started releasing data that could truly revolutionize higher education accountability.
Specifically, ED's College Scorecard dataset contains program level (e.g., the bachelor’s in political
science program at Ohio State University would be one program) data on student loan debt and post-
graduation earnings for recent college graduates. This would allow for two dramatic improvements in
our approach to college accountability.

The first improvement is to facilitate a transition from an institution (college wide) accountability
framework to a program level accountability framework. The existing institution framework applies

! See for example Ashley A. Smith, States Seek Tighter Regulation of For-Profits, Inside Higher Ed,
11+] WY ngws/ 20 4 0 g 3

March 14, 2019,
al-other-3 d -

regulation-profit-colleges
? Howard R. Bowen, The Costs of Higher Education, Jossey-Bass Publishers, 1980,
3 andrew Gillen, Introducing Bennett Hypothesis 2.0, Center for College Affordability and Productivity, 2012,
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ace ility mec i such as ace

and Cohort Default Rates to entire institutions. But an
wide app h ishes good at "bad” colleges while letting bad programs at
“good” colleges off the hook. A program level accountability system would avoid both issues.

The second improvement is the ability to hold colleges accountable for the labor market outcomes of
their grad Programs that c leave students with excessive student loan debt that they
cannot afford to repay should be held accountable.

My crganization has been using the College Scorecard data to enable policymakers to design new
program level accountability systems. One of our accountability metrics updates the old Gainful
Employment debt-to-earnings tests, which we call Gainful Employment Equivalent.

For example, we analyzed the performance of the largest academic fields by conducting the Gainful
Employment Equivalent tests on all programs with earnings and student loan debt. We then grouped
programs by academic field and aggregated each field's performance, weighting each program by the
number of graduates who received federal financial aid and worked one year after graduation (referred
to simply as graduates hereafter for simplicity). The figure below shows wide variation in debt-to-
outcomes by ic field. In many fields, such as mechanical engineering, nursing, and
vehicle maintenance and repair, 90% or more of recent graduates received their degree from a program

passing Gainful Employ , some fields had much worse outcomes. In the fields
of social work and biology, for instance, only around a third of recent grad completed at a progr
passing Gainful Employment Equivalent.

Wihich Academic Fields Prepare Coflege Grad for Success?
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Law stood out as the academic field with the worst outcomes, so we performed an in depth analysis of
professional degree programs in law. We found that only 10% of law schools pass Gainful Employment
Equivalent as seen in the figure below (reproduced from Objection! Law schools can be hazardous to
students’ financial health).*

How Well Do Law Programs Perform?

Parformance on a debt-to-earnings test: . Pass Probation . Fail

0% 25.‘3- 0% ?E:‘?{: IDEI%
Percent of Law Prog by Gainful Employ Eg Status

Mt Data from LS. Dep Ed 4 auther's caleuls

We have also looked at performance by university rather than by academic field. For example, to help
inform Texas policymakers, we analyzed the student loan debt and earnings for all public universities in
Texas, and found 58 programs that left their students with excessive debt.®

We are currently analyzing the most recent data from ED, and will soon be releasing research that
updates and expands on these analyses.

Thank you again for the opportunity to provide this testimony and | look forward to answering any
questions you may have,

4 Andrew Gillen, Objection| Law schools can be hazardous to students’ financial health, Texas Public Policy
Foundation, 2020,

% Thomas K. Lindsay and Andrew Gillen, Which Texas Public College Degrees Require Excessive Student Debt?,
Texas Public Policy Foundation, 2020

Chairman ScoOTT. Thank you. Ms. Emrey-Arras.

STATEMENT OF MELISSA EMREY-ARRAS, DIRECTOR,
EDUCATION, WORKFORCE AND INCOME SECURITY ISSUES,
U.S. GOVERNMENT ACCOUNTABILITY OFFICE

Ms. EMREY-ARRAS. Good morning, Chairman Scott, Republican
Leader Foxx, and Members of the committee. I am pleased to be
here today to discuss GAQ’s report on for-profit college conversions.
I will focus my remarks on three issues. One, what is known about
insider involvement in college conversions.

Two, IRS’s oversight of college conversions. And three,
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the Department of Education’s oversight of college conversions. Beginning with a
look at insider involvement, we found that about a third of the 59 for-profit college
conversions we identified involved insiders.

Collectively, colleges with insider conversions received nearly 1.8
billion in Federal student aid funds in the 2018-19 award year. In-
siders may be the for-profit colleges former owners, or their family
Members, executives, or board Members who continue to play a
leadership role in the new non-profit college.

While leadership continuity can benefit a college, insider involve-
ment poses a risk that insiders may improperly benefit financially.
For example, insiders could influence the non-profit to pay more for
the for-profit college than it is worth, or insiders could steer college
contracts toward businesses the insiders’ control through an in-
flated price.

Doing so would be prohibited under the Internal Revenue Code
and the Higher Education Act, which do not allow a non-profit’s
earnings to improperly benefit private individuals. In addition, in
examining the financial health of colleges converting, we found that
colleges with insider conversions generally had stronger financial
performance before their conversions.

For example, all of the colleges with insider conversions had a
passing education financial responsibility score the year before
their sale, however, almost all of them had a failing financial score
the year of their sale.

Turning now to how the IRS oversees college conversions we
found that IRS guidance directs staff to closely scrutinize whether
insider transactions exceed fair market value and improperly ben-
efit insiders. If an application contains insufficient information to
make that assessment, guidance says the staff may need to request
additional information.

However, we found that for two of the planned or final conver-
sions involving insiders, IRS approved the application without cer-
tain information. For example, IRS approved college conversions
without information on the college’s planned purchase price, or the
appraisal report estimating the college’s value.

Without such information IRS staff could not assess whether the
price was inflated to improperly benefit insiders which would be
grounds to deny the application. Accordingly, we recommended the
IRS assess and improve its application review process.

Now turning to education. We found that education had
strengthened its reviews of for-profit college conversion applica-
tions. As of August 2020, education had approved 35 of the 59 col-
leges for non-profit status and denied two. The remaining applica-
tions were under review or no longer required action because the
colleges had closed.

However, in terms of monitoring colleges after approving them as
non-profits, we found that education does not monitor the newly
converted colleges to assess ongoing risk of improper benefit. In
two of the three cases we reviewed in-depth, we found college fi-
nancial statements disclosed transactions with insiders that could
indicate the risk of improper benefit.

Consequently, we recommended that education develop proce-
dures to review financial statements to monitor newly converted
colleges. In conclusion, for-profit college conversions involving in-
siders can pose risks to students and taxpayers.



If a non-profit college’s revenues are diverted to improperly ben-
efit insiders, funds available to support the college’s educational
mission can be reduce, potentially harming the college and its stu-
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dents, and violating Federal requirements.

We believe that GAO’s recommendations will help IRS and edu-
cation address these risks. This completes my statement, and I will

be pleased to answer any questions you may have.
[The prepared statement of Ms. Melissa Emrey-Arras follows:]

PREPARED STATEMENT OF MELISSA EMREY-ARRAS

United States Government Accountability Office

GAO
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Revenue Code and the Higher Education Act, which require that a
nonprofit college operate exclusively for tax-exempt purposes and prohibit
any of its earnings from being used to improperly benefit private
individuals.®

My testimony today is based on our December 2020 report on for-profit
college conversions. 4 My statement addresses (1) what is known about
insider involvement in for-profit college conversions, (2) the extent to
which IRS identifies and responds to the risk of improper benefit
associated with for-profit colleges that apply for and obtain tax-exempt
status, and (3) the extent to which Education identifies and responds to
the risk of improper benefit associated with for-profit colleges that apply
for, and those that successfully obtain, nonprofit status in federal student
aid programs. S | will also highlight three actions we recommended to
improve agency oversight of conversions—two to IRS and one to
Education. Our December 2020 report relied on multiple methodologies
which are described in more detail in that report, along with our
assessment of data reliability. For this testimony, we also requested
updatas frum IRS and Education officials on the progress of the agencies
in g OUr rect ions from the 2020 report, along with
an updaie of Educahon s ongoing actions to provide advertising
instructions to colleges.

The work upon which this statement is based was conducted in
accordance with g lly accepled g 1t auditing dard:
Those standards requlre that we plan and perform the audit to oblam
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives. We believe that
the evidence obtained provides a reasonable basis for our findings and
conclusions based on our audit objectives.

See 20 U.S.C. § 1003(13) and 26 U.S.C. § 501(c)(3).
#See GAO, Higher Education: IRS and Education Could Better Address Risks Associated

with Some For-Profit College C GAD-21-89 (Washi D.C.: Dec. 31,
2020},

e use memrm for-profit college conversion to refer to a college’s transition from for-
profit by a nonprafit by the IRS as tax-

exempt. c.oﬂage must separately apply to Education for nonprofit college status. See
20 US.C. §§ 1003(13) and 1034(a).

Page 2 GAD-21-500T
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Background

To obtain nonprofit college status, a for-profit college must first be
recognized as tax-exempt by IRS and then obtain Education approval to
participate in federal student aid programs as a nonprofit college. s

IRS Tax-Exempt Status
and Monitoring

A for-profit college may obtain IRS tax-exempt status in a variety of ways,
For example, a for-profit college may apply to IRS directly for tax-exempt
status after reincorporating as a nonprofit organization at the state level.
In other cases, a for-profit college may obtain tax-exempt status after its
sale In a new nonprofit organization created to purchase the college or an

organization that has already been approved by IRS as
tax-exempt. aners or executives of the for-profit college may already
have a relationship with the nonprofit organization and be involved in
initiating the conversion (see figure 1).

-
Figure 1: Examples of How Insiders Can Initiate a For-Profit College Conversion

creale a new nonpeafit that oblains
IRS approval as a tax-axempt organization...

| "
MNotes: IRS defines insiders as private shareholders or individuals with a personal and private interest
in a tax-exempt omammhona ammel wha, through 8 spacial relaticnship with the omaﬂlmnon are
able to influence its fi Insiders with a for-profit college wiuld
Include for-profit college owners, their family members, board members, or executives who hold
leadership rodes in a nonprofit erganization that purchases the college.

Honprofit omaﬂlnnons mcogn-md by IRS as tax-axempt and nonpeafit colleges recognized as such
by thie Dy are prohibited from using their earmings to mmproperly

B\We use the term nonprofit cullege to refer to an institution of higher education that has
been ap| by in federal student aid programs as a nonprofit

college.

Page 3 GAD-21-500T
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Figure 2: For-Profit College Conversions with and without Insider Invelvement, January 2011 through August 2020

o
e

1T (ot 57 colieges)
Insiders

s b B them!

o B0 (of 57 cotleges)
MNonprofit buyers had no knewn connection to the college o Bs insiders

1
Note: GAO used the term “nonprofit organization” 1o refer o an organizat grized by IRS as

‘organization recognized by IRS as tax-exempd. This review included all for-

a nanpeofit
that had (1) . ion bty .lmu-ymnanuuuus!mo-ndm
1o Education lo collage of 1o merge with an

auisting nonprofit college as of August 2020, WrﬂudM«EﬂwwﬂMumw
apprave or deny the application, The 57 colleges in this analysis were acquired by 18 separate tax-
eummm In most cases (13 of 18), mwmanqulm. However, in five cases,
the tax-sxempt organization purchased more than ane college—up to 20 colleges in one case.
wmﬂamnmmamﬂmmhhm&namwwn

-mm wmmm re ably to infl L
al decisions. mmmmmmmmuwwmwam:
wmﬂil]hvuﬁmmﬂmrw bonld members, of sxecutives held
roles in llege or (2] for-profit colege

WM&MMWM»MWWWWWMMMDWMM
purchase was complete. T: inta financial
tranaactions with insiders. Hm it & prehibited for mmmnmwmum
Individuals' private financial mrunuwm- fnancial Imumduu numuﬁlwnlwbon

"in one case, the for-profit college

an pulgide nonprofit eiganization. The for-| mwsmmmmhmmmm«
ts reincorporation.

Insider invol tina ion may have for a college, such
as ent ional stability; f , it also poses a risk that the
college's earnings could be used to mproperly benefit insiders rather than
the college’s nonprofit mission. For instance, if a nonprofit organization’s
board does not exercise due diligence when it purchases a for-profit
college from insiders, those insiders could influence the board to
purchase the college for more than it is worth. As a result, the insiders
would improperly benefit from the inflated price (see figure 3). Similarly,
former for-profit college owners who continue to lead a newly tax-exempt
college after selling it could influence that college to rent facilities from
companies they own for an over-market rates resulting in improper benefit
to the former owners.

Page 7 GAD-21-500T
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| ——
Figure 3: Hypothetical Example of How Insiders Could Improperly Benefit from a

For-Profit College Conversion
52
' mil,
a l&'
nmmm Insiders improperty benefit
hmmmmmmmm from inflated sale price; college has
fewet funds to support mission
Howce . | GAL-31500T

MNate: Inuremant, refarred ko in this report as improper benefit, is impermissible under the Internal
Revenue Code and the Higher Educalion Act of 1985, as amended, for tax-gxempl organizations and
nonprofit colleges, respectively. It cocurs when a tax-exempd organization's or nonprofit college's
eamings benefit the private interests of insiders, who by virue of a special relationship with the
organization have the ability 1o influence its financial decisions, rather tan the nterests of the
organization. Tax-exempt organizations are nod prohibited from entering into financial transactions
with insiders. However, # is prohibited for such transactions ta improperly benefit the financial
Interests of insiders over those of the nonprofit organization.

Roles of insiders in five case study colleges: In our December 2020
report, we described five case study colleges whose conversions involved
insiders for more in-depth review. ' |n four of five cases, insiders led the
college's nonprofit purchaser (2.g., as founder or board chair) before the
conversion transaction. In all five cases, former owners or shareholders
continued to serve as the college’s president or chief executive officer
after the sale. ' In addition, because each conversion transaction was
seller-financed, all five newly tax-exempt colleges made loan payments to
the for-profit seller while an individual with an ownership stake in the for-
profit seller continued to lead the college. In two of five cases, former
owners also acted as landlord to colleges, leasing back properties that
were not included in the original sale. Further, in three of five cases,
former owners acted as vendors to the tax-exempt college. One college
president owned companies that provided a wide variety of services to
the tax-exempt college. In another case, the college president was also

15The five wueges selected for case studies are not representative of all for-profit college

with insider i but rather serve as illustrative examples. Because
our review focused on IRS and Educalmn nverslght wae did nnl conduct an audit of any
coflege to ine whether its insiders.

Elnsiders also assumed rodes on the board of the newly tax-exempt college in three of five
cases.

Page B GAD-21-500T
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all of these colleges whose conversions involved insiders (15 of 16) had a
failing composite score in the year of its sale (see figure 4).%®

Fugum 4: Financial Rnponsabulcl;r Composite Scores of For-Profit Colleges Whose
i d Insiders, Year be!orn and Year of the Transaction
score 4 » Passing comp score

Year before sale 18

Year o sale 15 1
Number of for-profit colleges whose conversions invelved insiders
(16 total)

Bowsee: | GAD-21.500T
HNotes: GAD used the term fit ization” 1o refer to an At i IRS as
Wﬂlﬂlm conversion” mmhrloawllmnwmbnmhtpmfnmmhwmmw
by IRS 1pt. This review included all for-profit colleges
mmn] ¥ jon between January 2011 and August 2020 and (2)
submitied an icati o ba ized as & nonprofit colloge of 1o merge with an

Education

existing nonprofit college as of August 2020, regardiess of whether Education made a decision to
approve or deny the application.
Insiders are defined as perscns with a personal and private interest in a lax-axampt crganization’s
activities who, by virtus of a special relationship with the crganization, are able to influence its
financial decisions. GAQ considered for-profit college officials 1o be insiders in a conversion if (1) for-
profit college owners, their family members, board members, or execulives held leadership roles in
Ehe nonprofit omamumn that purchased the college or (2} for-profit college owners with a more than
Swﬂzkc he college assumed nonprofit leadership roles afler the purchase was complets,

organizations are not prohibiled from enlering into financial ransactions with insiders,
H(maver itis prohibited for such banefit those indiv private financial
interests over the of the nonprofit i
Education conducts annual financial responsibility reviews for all for-profit and nonprofit colleges that
participate in federal student aid programs and calculates a financial responsibility composite score
a5 a part of this review, Education conducts one financial review for each group of colleges with the
SAME owner; 85 & result, those colleges in GAD's review thal shared the same for-profit owner prior
to their conversion and the same nonprofit owner after their conversion genarally would also shane
Ehe sa . This scare of three financial ratios.
that measuwre whether the college has sufficient resources to cover iis expenaes (primary reserva
ratio), how much the college owns versus how much it owes (equity ratic), and whether the coliege
operates wilhin ils means (net income ratio). Education requires calleges with failing scores to
provide a letter of credit and agree 1o heightened cash manitoring and other oversight requirements.
Education uses slightly different formulas when calculating these rafics for nonprafit and for-profit
schools. See 34 C.F.R. § 653.172 and apps A-B.

EEducation requires colleges with failing composite scores to provide letters of credit of at
least 10 parcent of their federal student aid funds from its most recent fiscal year as an
assurance lo Education against potential losses. Colleges obtaln the letter of credit from a
bank, which charges them a fee for this service—typically a percentage of the value of the
letter of credit. The letter of credit protects Education against potential liabilities for student
refunds, loan cancellation costs, and other costs associated with a college closure. In
such cases, Educalion can cash the letter of credit to cover any outstanding debis owed
by the college. In addition to providing a letter of credit, colleges with falllng aenpuslle
scores must also agree to heig cash monitoring and cther ight riagy

Page 10 GAO-21-500T
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By contrast, the large majority of for-profit colleges that converted without
insider involvement were in financial distress before their sale.
Specifically, 36 of 40 had failing financial responsibility composite scores
and 33 were nearing bankruptcy » Aﬂer their saias most of these
colleges (26 of 40) had passing ibility ¢ ite scores
(see figure 5).20

T T TS s T TETI—
Figure 5: Financial Responsibility Composite Scores of For-Profit Colleges Whose Conversion Transaction Did Not Involve
Insiders, Year before and Year of the Transaction

Failing composite score 4 » Passing composite score

‘Year before sale 38 4
‘Year of sale 14 26
Number of for-profit colleges whose conversions did not involve insiders
(40 hotal)
| GAD-21-500T
Motes: GAD used the term * rofit ion” to refer to an i ized by IRS a8
lammﬂwand “conversion’ wwmamllmsmmmhipmﬁlmuwhwmmmw
by IRS pd. This réview included all for-profit colleges

le h.d(\] undornmawmu-on lmud between January 2011 and August 2020 and (2)

o Education lo a8 a nonprofit college of o merge with an
e:ml mnploll mﬂmudw 2020 regardiess of whether Education made a decision to
appmve or deny the application.
Insiders are defined as persons with a personal and private interest in a tax-exempl crganization's
activities wha, by virtue of a special relationship with the organization, are able to influence its.
financial decisions. GAQ considered for-profit college officials not 1o be insiders in a conversion if: (1)
for- pmww& their family members. board members. of executives did not hold leadership
rales in the nong that llege or (2} for-profit college owners with a
mare than 35 percent stake in the college did not assume nonprofit leadership roles after the
purchase was complate. Tax -axempt crganizations are not prohibiled from entaring mnbo financial
transactions with insiders. However, it is prohibited for such transaclions o improperly benafit those
individuals' private financial interests over the linancial inlerests of the nonprofit organization.
Education conducts annual financial mnalbm mmm for all for-profit and nonprafit colleges that
participate in federal student aid programs a financi 008
as a part of this review, Education conducts one financial review for each group of colleges with the
same gwner; as a result, those colleges in GAO's review that shared the same for-profit owner pror
o their conversion and the same nonprofit owner after their conversion generally also share the same
financial responsibility composite scores. This score is composed of three financial ratios that
measure whether the college has sufficient resources to cover its expenses (primary resenve ratic),
how much the college owns versws how much B owes (equity ratia), and whether the college operates
within its mearns (net income ratio). Education requires colleges with failing scores to provide a letler
of credi and agree to heightened cash manitaring and ather oversight requirements. Education uses

1¥The 33 colleges nearing bankruplcy were part of two separate conversion transactions
involving groups of for-profit colleges sold to two different nonprofit purchasers.

Z0The other 14 colleges had failing composite scores before and after their sale. All but

one of these colleges were purchased by the same nonprofit organization from a large for-
profit college chain nearing bankruptey.

Page 11 GAO-21-500T
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According to IRS officials, assurances from the applicants that
independent appraisals would be conducted and that the eventual
transaction prices would not exceed fair market value provided a
sufficient basis for the agency’s decision to approve these applications.?s
However, each applicant had a for-profit history, which an IRS staff
information sheet says poses a heightened risk of improper benefit.
Further, each application disclosed significant planned transactions with
insiders, which IRS staff instructions direct staff to assess carefully.

The complexity of for-profit college conversions that involve insiders and
the potential risk they pose heighten the importance of robust quality
assurance practices. Standards for internal control in the federal
government state that mar should miti risks by periodically
reviewing the effectiveness of internal control policies and procedures, 2
At the time of our study, however, IRS officials stated that they had not
assessed whether the agency's internal controls were sufficient to provide
reasonable assurance that staff consistently follow guidance to evaluate
the risk of improper benefit associated with for-profit college applications
for tax-exempt status. In response, we recommended that the
Commissioner of Internal Revenue assess these internal controls and
improve the review process to ensure that staff appropriately apply
agency guidance on assessing potential improper benefit to insiders. As
of March 2021, IRS officials said that they were in the process of
assessing the agency’s internal controls for reviewing for-profit college
applications for tax-exempt status and would make any improvements to
its controls and processes as appropriate based on the review.

IRS Did Not Collect
Sufficient Information to
|dentify Previously For-
Profit Colleges with Tax-
Exempt Status for
Oversight Purposes

Although IRS conducts audits of tax-exempt organizations at risk of
noncompliance with federal tax law, we found in our December 202 report
that it did not collect the information it needs to syst ically identify

lleges or other organizations with a for-profit history for potential audit.
In our December 2020 report, seven of the 17 for-profit college
conversions in our review that involved insiders were not disclosed in an

pplication for t pt status b the college’s purchaser was

already tax-exempt. As a result, IRS did not have the opportunity to
review these conversions as a part of its decision to grant the purchaser

50fficials further noted that decisions to grant or deny tax-exempt status are based on
D i wided by appli and that staff do not audit applicants before

making their determination,

2BGEA0, Standards for internal Control in the Federal Government, GAD-14-T04G

{Washington, D.C.: September 2014).

Page 14 GAO-21-500T
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tax-exempt status. Instead, an audit would be IRS's first opportunity to
assess whether these conversions involving an existing tax-exempt
organization were consistent with the requirements of tax-exempt status.

However, as we described in our December 2020 report, the annual filing
IRS uses to select tax-exempt organizations for audit does not have a
data field that asks whether the ization has p a for-profit
entity or otherwise has a for-profit history. The lack of information in an
easily searchable data field means that IRS cannot systematically select
for audit tax-exempt organizations whose annual filings disclose
purchasing a for-profit college from insiders. This lack of information
hampered IRS's oversight efforts when IRS implemented a compliance
strategy whose goal was to identify tax-exempt colleges and other
organlzatlons that have been part of a for-profit conversion, due to their
igt i risk of improper benefit.2” B IRS had minimal data on
tax-exempt organizations with a for-profit history, it used complex data
matching techniques to try to ndenhfy them. However. these techniques
did not identify any of the existing tax- pt org: ions that
purchased the seven for-profit colleges from insiders in our review,

IRS could require tax-exempt organizations to report the purchase of a
for-profit college or other for-profit entity in a searchable data field on their
annual IRS filing, but it has not done so. IRS officials stated that doing so
was unnecessary since the agency's application form for tax-exempt
swlus asks applicants whether they have a for-profit history, However, an
g tax-exempt « ization does not need to submit a new
app!lcawn form when it purchases a for-profit college. Standards for
internal control in the federal government state that agencies should use
quality information to make decisions.2¢ We therefore recommended that
the Ce issioner of Internal R collect inf tion that would
enable the agency to syst tically identify tax- mpt colleges with a
for-profit history for audit and other oumpliance activities. As of March

2021, IRS officials re that they pl d to evaluate the its and
burdens of collactlng additional information about the for-profit history of
ions, including coll We inue to believe that

collar:tung such information would better position IRS to systematically

27The agency began developing this strategy due to concerns about for-profit college
conversions, but broadened it to include all for-profit entity conversions that involved tax-
exempl organizations, without regard to the organization's tax-exempt purpose.

BGAD-14-T04G
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Figure &: Application Status of For-Profit Colleges That C leted between January 2011 and
August 2020 and Applied to Education for Nonprofit College Status as of August 2020
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ived just . However, five of the 20 canversion transactions

mmmmumﬂe' peciit colleges 10 a single ta In such cases,
Education mmmumwwueﬂmgm In addétion, two of the 58 collages

were purchased by an existing nenprofit college and applied to merge with the nonprafit college.
rather than applying to be recognized as nonpeofit colleges themselves,
“In 2016, Education denled an application for nongrafit status from four related collages, bul later
approved the colleges for nonprofit status following the resolution of key agency concems. These four
colleges are included in GAD's count of 35 colleges approved for nonprafit status by Education and
axcluded from GAO's count of colleges denied for nonprofit status.

"These colleges conlinue 1o participate in federal student ald programs as for-profit colleges.

In our review, Education officials explained that prior to 2016 the agency
did not have well-developed guidance or a specialized work group to

I complex ck in hip, such as nonprofit conversions.
In our review of three case study colleges that Education approved for
nonprofit college status, we found that agency staff did not identify or
follow up on potential nsks of i |rr|pmper benefit in either of the case study

whose 1 approved prior to 2016.%

However, Education began developing a more robust review process in
2016 and the agency started requesting copies of documents—such as
names of board members, purchase and sale agreements, and appraisal

HBecause we did not oonuu:t an audit of any college in cur review o determine whether
insiders i d from any ion, we did not assess whether Education
reached the appropriate decision with respect to any college’s application for nonprofit
status in our review.
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benefit insiders.*” Education staff in the region that managed this case
told us that they were aware that the collage had recognized a loss on
intangible assets (as it had affected the agency's evaluation of the
college's financial condition). However, staff also said that they had not

cor her the loss refl 1 a risk of improper benefit.

At the time of our report, Education had not developed plans to assess
the fi ial of newly co d nonprofit colleges for
indicators of possible improper benefit, even though we found they may
contain new and relevant information about potential risks. Education
officials stated that it would be reasonable for the agency todo soas a
part of its annual audited financial statement review process. Officials
further said that they could develop relevant procedures to ensure that
such a review occurs and that identified concerns are provided to
Education's centralized review team for further evaluation.

Without procedures in place for reviewing audited financial statements to
look for indicators of improper benefit at newly converted nonprofit
colleges, we found that Education lacked reasonable assurance that
federal student aid funds are used appropriately and do not improperly
benefit insiders. Standards for internal control in the federal government
state that agency management should design control activities to achieve
objectives and respond to risks.* As a result, we recommended that the
Secretary of Education develop and imp monitoring proced for
staff to review the audited financial statements of all newly converted
nonprofit colleges for the risk of improper benefit. In its written comments,
Education agreed with the recommendation and stated that it will develop
new financial analysis procedures to ensure that staff review audited
financial statements submitted by newly converted colleges after
Education's approval.

As of March 2021, Education reported that it is in the process of creating
anew i ysis division; once the division is op ional, it will
develop operating guidance that will include annual maonitoring

370ne case study college whose sale price consisted almost entirely of intangibile assets
later claimed a substantial loss on those assets, citing a less optimistic regulatory outiook
than previously anticipated, among cther factors. Officials from this college stated that
after engaging experts and performing its own study, the college reduced the value of
intangible assets on its balance sheet, as required by generally accepted accounting
principles, and reported a corresponding loss on its income statement, recognizing that
the value was impaired,

HEAD-14-T04G
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procedures for colleges whose conversions have been approved. Until
such procedures are in place and are implemented for all newly
converted nonprofit colleges, Education may miss opportunities to more
effectively monitor newly converted nonprofit colleges.

In summary, my testimony has highlighted that for-profit college
conversions involving insiders can pose risks to students and taxpayers.
If a nonprofit college’s revenues are diverted to improperly benefit
insiders, funds available to support the college's educational mission
would be reduced, potentially harming the college and its students, and
violating federal requirements. IRS and Education each play an important
role in ensuring that individuals do not improperly use the resources of a
tax-exempt college for their personal benefit and we have identified
opportunities for both agencies to improve their oversight in this area.

Chairman Scott, Republican Leader Foxx, and Members of the

Committee, this my prep. | would be pleased to
respond to any questions that you may have at this time.
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Chairman ScoTT. Thank you. Thank you. Now we’ll have ques-
tions from Members.

Under Committee Rule 9(a), questions will be by the five-minute
rule. T'll be recognizing committee Members in seniority order.
Again, to ensure the five-minute rule is adhered to, staff will be
keeping time in the timer 001—timer. I will now recognize Mr. Gri-
jalva first for questions. Mr. Grijalva.

Mr. GRIJALVA. Thank you very much Mr. Chairman and thank
the witnesses and thank you for the hearing. Ms. Cao, the Century
Foundation and specific to an issue here in Arizona, but I think in-
dicative and representative of issues across this country.
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The Foundation has recently written about the University of Ari-
zona’s plans to purchase Ashford University following that college,
Ashford’s failed non-profit conversion attempt. Can you walk us
through your key concerns about that deal?

Ms. CAo0. Sure. I think this is a great example and thanks for
the opportunity to discuss Ashford’s conversion into a non-profit en-
tity called University of Arizona global campus. So, this is a par-
ticular dangerous form of a conversion where you have a for profit
entity that has been under investigation and is currently approach-
ing a trial from the California Attorney General’s Office for mis-
leading and predatory tactics used to recruit students.

Ashford University is also a school that spends very little of stu-
dent’s tuition dollars that come from Federal loans, student loan
debt and military benefits on its student’s instruction. It’s some-
thing about 18 cents per dollar received in student tuition dollars.
This is a conversion that would help Ashford’s shareholders, but
not necessarily the students who would be brought into the new
University of Arizona global campus.

And part of the reason here is that the conversion keeps in place
Zovio’s shareholder’s ability to extract profits from student’s tuition
dollars. In particular, we have conducted an analysis that shows
over 70 percent of revenues coming in from student’s tuition dollars
will be going to Zovio shareholders after the conversion.

So, every dollar of debt that a student takes on, 70 cents going
to Zovio shareholders. And that would occur through a contract
that is a long-term service contract that keeps in place the aspect
of Zovio’s practices that is the most predatory, and that is the way
that it advertises, markets, recruits, and takes out student loans
for students.

And I think that is a huge concern. I also want to look at the
other side of the equation in this conversion which is the Univer-
sity of Arizona itself.

Mr. GRIJALVA. Yes, I was going to ask about that.

Ms. Cao. Yes, so going from a situation where there is one rev-
enue extracting entity, Zovio, to a situation where you now have
two revenue extracting entities—Zovio on the one hand and Uni-
versity of Arizona on the other hand which yes, needs more re-
sources as a public university.

But I argue the way for the University of Arizona to balance its
budget is not off the backs of low-income students. With these for-
profit conversions that involve public institutions, I fear that we
are veering toward a system of separate and unequal units or affili-
ates within public institutions.

And not only is the University of Arizona and the University of
Arizona global campus separate and unequal, but you have a situa-
tion where the low-income, minority, and non-family supported stu-
dents at the University of Global Canvas are in fact subsidizing
their much more privileged peers, who are already receiving a
greater benefit from the education at University of Arizona, which
because it is subject to genuine non-profit oversight, it’s returning
far greater value to students already.

Mr. GRIJALVA. Yes, which begs the question about the light touch
review that the Department of Education gives on these conversion
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partnerships between a public entity non-profit, Grand College at
the University of Arizona, and a former for-profit college, Ashford.

Any safeguards that you see and that light touch review process
so that we don’t end up with both the student burden that you said
very rightfully, issues of equity and higher education, and the tax-
payer projects that are required for a tax supported institution like
the University of Arizona.

Ms. CAo. Yes, so the GAO mentioned the Department of Edu-
cation has started to improve its review of this conversion, and ar-
guably it needs to continue the purpose. You know a tax-exempt
status according to IRS is just one part of a three-pronged review
the Department of Education will probably need to do.

And at the heart of that review is checking for the revenue ex-
traction power that prior owners and other entities might retain.

Mr. GRIJALVA. Thank you very much. Thank you Mr. Chairman
I yield back.

Chairman ScOTT. Thank you. Next is the Ranking Member of the
Full committee Dr. Foxx.

Mrs. Foxx. Thank you, Mr. Chairman. And thank our witnesses.
Ms. Emrey-Arras. To make sure it is clear could you please answer
the following questions regarding the GAO report. Did your report
find that Department of Education engaged in any illegal activity?

Ms. EMREY-ARRAS. No.

Ms. Foxx. Did your report make any determination or judgments
about a particular school’s conversion?

Ms. EMREY-ARRAS. We did not do an audit of any particular
school.

Ms. Foxx. What was the Department of Education feedback to
GAO regarding the project, and how did you address those com-
ments in the report?

Ms. EMREY-ARRAS. The Department of Education agreed with
our recommendation to it and said they will be implementing a rec-
ommendation.

Ms. Foxx. Is there anything illegal, generally speaking, about
any for-profit company converting to a non-profit organization? Is
there anything again, general speaking, about a for-profit college
transitioning into a non-profit entity?

Ms. EMREY-ARRAS. No. For-profits are allowed legally to convert
into non-profits.

Ms. Foxx. Right. Both in the education field and elsewhere?

Ms. EMREY-ARRAS. Correct.

Ms. Foxx. Thank you. Doctor Gillen one of the greatest benefits
that college education provides students is better job prospects.
Most students go to college to get a job. Unfortunately, many insti-
tutions are inadequately preparing students for post-college suc-
cess.

Is this problem concentrated in any one sector, or is this an issue
that is found in all sectors of post-secondary education?

Mr. GILLEN. So, our research has shown that this is a problem
across higher education. Most of higher education of course per-
forms very well, but there are many, many programs out there
where student outcomes are not very good. And so, your question
is you know is this concentrated among a particular sector and it’s
not.
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So, we have a report coming out soon that looks at the debt to
earnings ratio at all programs in the country. And there’s about
4,500 of these where students graduate with more debt that they
have expected earnings.

Ms. Foxx. And those are in public and not for profit schools?

Mr. GILLEN. Yes, so that’s across the whole country, so about
4,500. And only between 4 and 500 of those are for-profits. So
about 1 in 10 of problematic programs are located at for-profits, the
other 90 percent are located at either public or private non-profits.

Ms. Foxx. Right. So, we’re looking at 10 percent today when we
ought to be looking at the 90 percent, really skewed. What other
student outcomes should Congress consider attaching account-
ability metrics to, and should these accountability metrics evaluate
entire institutions, or calculate outcomes on a program-by-program
basis?

Now I know you’ve already mentioned some, but would you re-
spond to those?

Mr. GILLEN. Yes absolutely. So, I think higher education can
really benefit from explaining accountability metrics in two par-
ticular areas. So, the first is learning outcomes. So, for particular
fields if we can figure out how to measure how much students have
learned that would be a great accountability metric, as that is the
entire purpose of these programs is to attach with their students.

That admittedly is difficult, but when it can be done, you should
definitely try to. But the second one is earnings outcomes. And so,
as you mentioned most students go to college to get a better job.
And so, we can look at labor market outcomes to assess how well
programs are preparing their students for that.

And so, I would really love to see learning and earning outcomes.
And you mentioned what is to be applied at the institution level
as for the entire university or at the program level and applying
it at the program level is definitely the way to go and the reason
for that is because you can have a badly performing program at a
relatively good institution that escapes all accountability.

And you can also have the Congress. You can have a really good
program at a relatively poorly performing university that if you do
university level accountability, you're going to be punishing that
good program. And so, if you can do program accountability you
avoid both of those problems and you actually reward the programs
that should be rewarded, and you punish the ones that should be
punished.

Ms. Foxx. Well, I tell you I had that experience when I was the
president of the community college. I eliminated a program that
had been poorly performing for 10 years and put in a program that
was desperately needed by the community. So, I've been through
that, and I understand how that works.

Ms. Emrey-Arras does the department monitor either non-profits
or publics for improper benefits—because you talk about improper
benefits for those that have been converted, but I don’t know any-
body. I mean we’re paying football coaches millions of dollars.
We're paying presidents and provosts millions of dollars. Who is to
say what is a benefit? And is anything happening with non-profits
or publics?
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Ms. EMREY-ARRAS. All right. So, for our work we did not look at
executive compensation at schools. We did focus specifically on con-
versions of for-profit schools and did find concerns about the lack
of monitoring of those schools. Those schools are subject to addi-
tional monitoring. After being approved they’re in a provisional sta-
tus.

Ms. Foxx. We understand that. So, Mr. Chairman I'd like to put
into the record information on abysmal graduation rates for not-for-
profit schools and public schools, specifically Thomas University,
graduation rate of 14 percent after 8 years, a private institution.
Harris Stowe State University 16 percent graduation rate after 8
years.

University of New Mexico Taos campus 13 percent graduation
rates. There are some other items to put into the record report
from AEI and higher education has a tax problem and it’s hurting
local communities. We'll be putting these into the record. Thank
you Mr. Chairman I yield back.

Chairman ScOTT. Next is Representative Wilson from Florida.

Ms. WILsSON: Thank you Chairman Scott and Ranking Member
Foxx for holding this very important meeting. And I'd like to thank
all of the witnesses for participating in the meeting today. Increas-
ingly we have seen predatory for-profit institutions mislead the
public and abuse their trust by illegitimately converting to tax ex-
empt non-profit status.

These dubious conversions often seriously harm students and
taxpayers and enrich the for-profit former owner and other private
individuals. Congress must do more to hold bad actors to account
and ensure that students can make informed decisions about their
post-secondary careers.

Under existing law non-profit institutions are prohibited from
improperly steering profits toward private figures. Unfortunately,
in the case for profit converts this happens all too often. The Gov-
ernment Accountability Office found that conversions that involved
the former owner or other executives accounted for 75 percent of
all Federal aid that went to for-profit converts.

Clearly, too many bad actors are slipping through the cracks and
this must stop. With that in mind I have a few questions for our
witnesses. Ms. Cao what is the harm of students mistakenly believ-
ing that a school they’re considering attending is mission driven,
when actually it is still operating on a quasi-for-profit model?

And based on your experience surveying various for-profit con-
versions, would you say that the improper and harmful way they
did this committee has been examining today is limited to only a
few bad actors?

Ms. CAo. Thanks for the question. In terms of harm to students
I think we need to start with all the risks for harm that already
exist and are concentrated within for-profit schools. We’re talking
about high loan rates, high default rates, low earnings and a debt
1:10 earnings ratio that result in a life-long debt sentence for stu-

ents.

Start with those results. Now strip away protections like the
gainful employment tests, and the 90/10 rule, which help to provide
some guardrails and protections for students, and some require-
ment for for-profits to demonstrate their value. Take those protec-
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tions away. Now add in the opportunity for predatory institutions
to mislead the students by touting their non-profit status.

These are institutions that are leveraging the charitable status
of non-profits that are reinvesting their resources in order to ben-
efit shareholders that will be extracting those resources. And that’s
the equation you have with these conversions. All of the risk of for-
profit schools, none of the protections, and the added risk of being
able to mislead students.

Ms. WILSON. Thank you. Director Emrey-Arras, the GAO issued
two recommendations to the IRS. What, if any steps, has the IRS
taken to implement those recommendations?

Ms. EMREY-ARRAS. Thank you. The IRS said that it is reviewing
its process for approving applications for tax exempt status to de-
cide whether or not any changes need to be made, and it is consid-
ering our second recommendation on gathering information in a
way that it can be used to help with its monitoring.

Ms. WILSON. Can you explain to us why it is important for the
IRS to collect information and to help identify tax exempt colleges
with a for-profit history? Why is that so important?

Ms. EMREY-ARRAS. Well, the IRS itself has identified these orga-
nizations as at-risk for improper benefit. So, it has just said that
organizations with the for-profit history are at an elevated risk of
improper benefit. Given that it has created a compliance strategy
to do monitoring of these schools, and the compliance strategy actu-
ally originated in concern over for-profit school conversions and
then broadened beyond higher education.

However, ironically, they couldn’t like even identify the schools
in our study when they tried to do this compliance effort because
they lacked the information in a searchable form. And to respond
to an earlier witness statement about cost benefit issues I would
say that the IRS has said that they’re often collecting this informa-
tion in narrative fields already.

So, the information is already being gathered. It’s just not being
gathered in a searchable way. So, there wouldn’t be much of a cost
in terms of changing the field from a narrative field to a data field
that could be searched which would then give the IRS the informa-
tion it needs to actually be strategic in its monitoring and monitor
this risk that it’s very concerned about.

Ms. WILSON. Thank you. I yield back Mr. Chair.

Chairman ScoTT. Thank you. Mr. Walberg.

Mr. WALBERG. Thank you, Mr. Chairman, and thank you to the
panel for being with us today. Dr. Gillen I think we all agree that
the top priority for higher education institutions should be serving
students, and that those failing to do so should be held account-
able.

I guess what I'd ask is what can the department do to improve
accountability for all institutions and what can they not do because
it is not within their authority?

Mr. GILLEN. That’s a great question. So, the department right
now has a lot of capability of providing more information in trans-
parency. So, there are a number of data collection tools that are al-
ready used, and so the department can add information to IPEDS,
the integrated post-secondary education data system.



82

It could add College Navigator which is a Department of Edu-
cation website. It could add it to its College Scorecard which is an-
other Department of Education website. And so simply providing
more information to students, parents, policymakers, that is kind
of the foundation of making wise decisions for everybody.

In terms of kind of actually enhancing accountability with car-
rots and sticks, at that point you would need you know this com-
mittee and Congress more broadly to pass legislation to authorize
new accountability metrics. And as I mentioned earlier it would be
great to see accountability metrics on learning outcomes, on earn-
ing outcomes and labor market outcomes more broadly.

Mr. WALBERG. I guess expanding on that what should Congress
consider when we next reauthorize the HEA to protect students
and taxpayers from fraud or abuse?

Mr. GILLEN. So, I think we should start with the date we already
have which is the new college scorecard data, and so right now it’s
producing data on college earnings and debt by student. So, we can
create, and we should definitely start with creating some account-
ability metrics that essentially look at earnings relative to debt.

So, are students able to afford to be able to repay their loans?
Are programs consistently graduating students that are going to
struggle with their student loans? And so, accountability metrics
devoted to that would be great. I would also love to see different
kinds of types of accountability.

So, you know the first level is this program achieving this level?
And we can do that with the existing data. We can say OK, if you
have you know twice as much debt as your students earn, we're
going to cut you off on the total financial burdens. But I’d also like
to see growth measures as well.

So, if you’re taking students that are you know otherwise going
to be really struggling in the labor market, and even if they aren’t
achieving at the top levels of the labor market after attending your
program, if you’ve improved their kind of career trajectory by
enough, that would be another great accountability metric.

So, I would love to see a plethora of these accountability metrics.
You know we shouldn’t just think in terms of this is you know the
one and only accountability metric. There should be you know a
dozen of these, and institutions can meet, you know, 8 to 10 of
them and to maintain their eligibility for financial aid program.

Mr. WALBERG. A real education in the process. OK. Appreciate
that. Ms. Emrey-Arras what factors does the IRS examine when
determining whether any entity may convert from a for-profit sta-
tus to non-profit status?

Ms. EMREY-ARRAS. It looks at a variety of materials that the tax-
exempt organization submits, however we have concerns that it
doesn’t always look at the materials it needs to make that call. As
noted earlier, we found instances in which the IRS approved appli-
cations for tax exempt status involving college conversions without
the purchase price of the college, without an independent appraisal
of the college.

So, there was no known information about the value of the col-
lege. Instead, there was just a promise. The applicant promised
that in the future you know the market, the price would be a fair
one. It would be a market value price, and they would get an inde-
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pendent appraisal in the future. And with that promise the IRS ap-
proved the applications.

Mr. WALBERG. Can you point to a statute or code, or regulatory
language that guides this process?

Ms. EMREY-ARRAS. I can point to IRS guidance that says that re-
lationships between tax exempt applicants and for-profit entities
may be vulnerable to abuse and need scrutiny to ensure fair mar-
ket value, and organization earnings cannot improperly benefit pri-
vate individuals over its charitable mission.

And that’s what happens. If a college is sold above its fair mar-
ket value, you have money improperly benefiting individuals in
that case. And that is against the Internal Revenue Code.

Mr. WALBERG. Thank you. My time has expired. I yield back.

Chairman ScOTT. Thank you. The Gentlelady from Oregon Ms.
Bonamici.

Ms. BoNnaMmicI. Thank you to the Chair and Ranking Member and
thank you to all of our witnesses for being here today. First, I want
to object to the suggestion that was made by Mr. Gillen to use in-
come of an institution’s graduates to measure accountability.

If someone is doing meaningful work at social services and earn-
ing low wages for example, that does not mean that they did get
a good education, it likely means that their work is undervalued.
As someone with a consumer protection background, I am very glad
we’re having this hearing today.

For-profit colleges have preying on students, families, often by
making unsubstantiated claims of the value of educational opportu-
nities they offer, and too many students have found out them-
selves, with tens of thousands of dollars in debt and no closer to
the career they were working toward.

A few years ago, I had the opportunity and the honor of meeting
with several military veterans in northwest Oregon who told me
about how they were defrauded by for-profit colleges that had mis-
represented accreditation, tuition, and services. They were tar-
geted, these veterans, because they were eligible for GI benefits,
which is a common practice among profit institutions.

And now unfortunately, as more students are coming to under-
stand the predatory practices of so many for-profit institutions now
as we've heard, some of these same schools are converting to non-
profits, but too often is continuing to employ the same harmful
practices that take advantage of students.

So, Ms. Cao it is clear that the Federal Government has not been
conducting the necessary oversight to prevent these conversions, in
addition to the problems from the conversions, and in addition to
increased Federal oversight and accountability measures, what role
can and should states and accreditors play in scrutinizing these
conversions?

Ms. Cao. Thank you for that question. And I'm glad that you
pointed out the impact that these conversions can have on veterans
in particular. I want to recognize the progress that this committee
and Congress has made in improving the protections in the 90/10
rule.

To Mr. Gillen’s point about measuring both earnings and learn-
ing of students, we actually have that in the form of the Gainful
Employment Protection, which measures earnings as a ratio
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against debt, and we have that in the form of the 90/10 protections,
which measure learning by leaving it to the market to determine
viflhether the learning that happens within an institution is worth
the cost.

And so, we actually have both learnings and earnings measured
within the for-profit sector, but what we have seen time and again
is that instead of doing the hard work to demonstrate learning and
earning of value in their institutions, the most predatory schools
choose to cheat by seeking disingenuous conversions to non-profit
status.

And yes, there are states that are stepping up to address the
problem. Both Maryland and the State of California have enacted
legislation that authorizes the states to engage in a closer look of
insider benefits in the same way that the GAO has pointed out
that the IRS and the Department of Education should do.

I am worried about the problem that Professor Galle talked
about earlier where you have too many kids running toward the
ball and it falling through the cracks in the process.

Ms. BoNamicl. Thank you. In fact, I'm going to ask Professor
Galle. I've worked for years on collaboration between the IRS and
the Department of Education on the issue of verifying income for
income-driven repayment plans. And when you used your analogy,
I'm not going to be able to get that out of my head now.

I'm thinking about you know trying to coordinate between the
two agencies. Should it be that the coordination between the IRS
and the Department of Education on for-profit conversions and if
so what kind, or is that kind of coordination really achievable
based on how you understand the agencies to operate?

Mr. GALLE. Thank you for that question. I think that some more
coordination would certainly be helpful. And there’s some small
legal obstacle to a full coordination in the sense the IRS is very
limited in what kinds of taxpayer information it’s allowed to share.

And although it is allowed to share taxpayer information for pur-
poses of verifying income driven repayment eligibility, it’s not clear
that the IRS can share information about whether it’s audited a
for-profit institution with the Department of Education.

But I think more generally the real story here is that ED needs
to take the lead and in protecting student interests. It’s not the
IRS’s primary mission. It’s not their primary interest, and the stat-
utory authority that IRS is working under doesn’t really lend itself
to identifying schools that are protecting their own bottom line over
the student interest.

Ms. BonawMmicl. I appreciate that. We are policymakers though,
and if the policy doesn’t exist that’s what we want to hear about.
That’s one of the purposes of having a hearing like this, so I thank
you Mr. Chairman, and I yield back the balance of my time.

Chairman ScoTT. Thank you. gentleman from Wisconsin Mr.
Grothman.

Mr. GROTHMAN. Thank you. I have a few comments here not di-
rectly at anybody in particular because I know there are obviously
people out there who are hostile to the idea of a conversion, but of
course I know some people or some conversions I think were done
for the best of reasons. And I think the idea of making this in es-
sence against the law is a huge, a huge mistake.
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Do you all agree that there are for-profits converting to non-prof-
its and that it’s working out well and there aren’t abuses?

Ms. Cao. I just want to point out I don’t think that any of the
witnesses are saying that a for-profit college converting to a non-
profit status is against the law. Having pointed out the risks asso-
ciated with for-profits that engage in revenue extraction, I would
love for for-profit colleges to convert to true non-profit status with
a commitment to reinvesting 100 percent of revenue in educational
and charitable purposes.

The concern is not for-profits converting to non-profit status, it
is for-profits claiming that they are non-profits without doing the
hard work of actually reinvesting resources in students.

Mr. GROTHMAN. I guess the question is because I don’t know if
it’s a minority or majority, but there’s certainly many, probably a
majority when they convert for the best of reasons OK. You may
convert for succession reasons OK. You like your college. Your chil-
dren or whatever are not going to continue down the path, so you
switch to make it a non-profit.

You may have a situation in which you have a nursing degree,
and we have a real shortage of nurses in this country, and in order
to establish a coalition with local medical facilities, you're required
to go a non-profit, so for the benefit of your nursing students you
go a non-profit.

You can do fundraising, obviously if you become a 501(c)(3) you
can fundraise just like public universities can. And I guess I want
to get you folks on the record that these are all three good reasons
to convert, and you do not want to prevent these conversions with
some legislative bill.

Can you see the reasons all these three reasons why they are
good reasons why you want to convert?

Ms. Cao. Those are excellent reasons for conversion, and if any
for-profit school pursues conversion for those reasons, and prohibits
insiders from extracting benefit for private gain, then I absolutely
support those, and I'll turn to the rest of the witnesses.

Mr. GROTHMAN. OK. Could everybody else be on record as saying
that there are good conversions, these are good reasons to convert
and there are ways in which we keep capped light successful cur-
rently for-profit colleges going?

Mr. GALLE. I would describe those scenarios Congressman as
hypotheticals. I didn’t see any of the—

Mr. GROTHMAN. They are not hypotheticals, why do you believe—
I could think of an example where they do this right now. Why do
you feel it’s a hypothetical?

Mr. GALLE. Well, based on my reading of the GAO report in
which the vast majority of for example, the government subsidized
money going to converted organizations, is going to organizations
where the former owner is still keeping the supposedly converted
organization a prisoner of their obligations to the original owner.

There’s no way for these organizations to operate in the way that
other non-profits genuinely operate. And if you wanted to really
transition and the organization to operate the way that non-profits
do, you would free it financially to maximize student outcomes in-
stead of student revenues, and that’s just not what this contract
said.
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Mr. GROTHMAN. OK. Any other comments?

Mr. GILLEN. Yes. So, all those kind of reasons to convert are com-
pletely valid. There’s tons of conversions out there that I don’t
think anybody would object to. The other thing I'd like to point out
is that all the concerns that have been raised here about improper
benefit, that’s already forbidden by both the IRS and the Depart-
ment of Education.

And so, this whole issue is whether the Department of Education
and the IRS procedures are adequately detecting any sort of hypo-
thetical improper benefit. But improper benefit has not been shown
in any of the approved cases, and the Department of Education has
denied some of these conversions. So, I feel like some of the com-
ments have been taking place assuming that there’s this huge
problem, when it’s more of a hypothetical problem at this point, or
a yet to be proven.

Mr. GROTHMAN. I agree. I think there’s just some people who are
instinctually hateful of an educational institution that isn’t part of
the government, and as the result they risk throwing out some
very good former for-profits. Now if I have any time left, I guess
Representative Foxx wants to ask a question.

Ms. Foxx. Thank you, Mr. Grothman. I would point out that OK.
Never mind, I believe Mr. Grothman’s time is up.

Chairman ScoTT. The Gentleman’s time has expired. The Gen-
tleman from the North Mariana Islands Mr. Sablan.

Mr. SABLAN. Yes, thank you very much Mr. Chairman, and
thank you to our witnesses. I apologize I'm jumping between two
committees, two committee hearings. So, I am going to just go out
and ask a question for Ms. Cao. Ms. Cao please.

Ms. Cao your organization wrote about two conversion trans-
actions—The Non-profit Center for Excellence in Higher Edu-
cation’s purchase of four for-profit colleges owned by Carl Barney
and the non-profit Everglades College’s purchase of the for-profit
Keiser University, which involved the college’s former owner donat-
ing part of the college price to the non-profit purchaser, enabling
them to take hundreds of millions in tax deductions.

GAO also mentioned the phenomenon of former owners donating
part of their college sale price back to the college. How do you in-
terpret these potential charitable donations from the goodness of
their heart? Are they truly charitable? Are they truly from the
goodness of their heart?

Ms. Cao. Thank you for your question. I want to take a good
close look at some of these charitable donations when for-profit
schools convert to non-profit status because the schools that you
identified come with some real concerns.

CEHE, the Center for Excellence in Higher Education, the indi-
viduals for the insiders who benefited the most from those conver-
sions were recently found personally liable for operating years of
systemic fraud against both students and the Title IV system,
drawing down student revenue while misrepresenting to them the
benefits that they would get from it.

Misrepresenting the amount of tuition, the likelihood of success,
and whether or not the programs would ever lead to gainful em-
ployment in their fields of study. That type of behavior is indicative
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of the predatory nature of those institutions, as is the way that
those conversions were structured.

So, I want to take a look at the way that those conversions were
structured because it was a very similar situation in both the
CEHE and Keiser instances. You had a conversion that allowed the
insider to continue extracting resources through two primary mech-
anisms—ongoing rent payments, and ongoing loan payments. So,
you have an institution that remains in debt to its former boss who
continues to hold the reins on the institution by being able to guide
decisionmaking through these two contracts that puts the non-prof-
it at a huge disadvantage.

As for the reported donations, they are donations of intangible
benefits. So, to take one of the examples, the Keiser University ex-
ample. The original purchase price was 90 percent intangible as-
sets, which the Department of Education does not permit institu-
tions to report on their audited financial statements.

So, you have about 60 million dollars of real tangible assets, and
you have a non-profit promising to pay 600 million for it. Of course,
some of that 600 million gets donated for a tax credit, but you still
have a non-profit being obligated to pay through an ongoing debt
obligation, significantly more than the value of the real assets that
they are obtaining.

Mr. SABLAN. So, after they cheated the parties, they have to just
might as well make it three then. That’s shortchanged the Amer-
ican taxpayer from avoiding taxes. Ms. Director Emrey-Arras.

Ms. EMREY-ARRAS. Yes.

Mr. SABLAN. Director can you tell me about how the value of the
for-profit college was determined in the cases the GAO reviewed,
where the transaction involved insiders? Was it based mostly on
tangible assets like cash, investment, and property?

And how does this compare to some of the conversions you looked
at that didn’t involve insiders? Half a minute.

Ms. EMREY-ARRAS. So, for our case studies we found that those
with insiders purchased mostly intangible assets, so goodwill,
brand name, accreditation—things you can’t touch. It’s not money
in the bank. It’s not property. And in contrast when we looked at
five randomly selected conversions without insiders, they mostly
purchased tangibles, things that you could touch, cash, invest-
ments, property, so there’s a real difference there.

Mr. SABLAN. Thank you. I again thank the witnesses today. Mr.
Chairman I yield back.

Chairman ScOTT. Thank you. The Gentleman from Idaho Mr.
Fulcher.

Mr. FULCHER. Thank you, Mr. Chairman. And I'm intrigued by
this conversation on the valuation and Mr. Gillen you’ve touched
on this, but I'd like to get a little bit of further thought on that.
How does the HEA assess financial well-being of these institutions?
And talk about that just for a minute, and do the measurements
they use reflect accuracy and comprehensiveness of these institu-
tions? Mr. Gillen please.

Mr. GILLEN. So, the Department of Education has a number of
financial tests that institutions are subject to. The report itself
talks about the financial composite score. There’s a few others, the
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asset test, and so these are you know existing tests, financial tests
that institutions have to pass.

These are mostly looking at the kind of cash-flow health of the
organization. They aren’t really looking at the long-term sustain-
ability. And so, one of the issues this raises is things like these in-
tangibles are not included in those because those don’t show up on
you know a cash-flow statement.

And so, you can have a lot of situations as the GAO report point-
ed out where you’re using debt to purchase these intangibles. On
paper that’s going to make your financial evaluation deteriorate be-
cause the debt is showing up, is affecting your cash, but the intan-
gibles don’t. And so, there’s a lot of kind of questions about that.

Mr. FULCHER. So, there is kind of a composite score it sounds
like that is partly formulated. So, in that sense do you feel like that
that’s a reasonable predictor of whether or not a college might close
for example? The way it’s gauged right now by the AGA?

Mr. GILLEN. So, my understanding just based on the number of
colleges who have closed for primarily financial reasons is that
these tests that the Department of Education subjects them to will
catch most of the schools that are just going to run out of money.
And so, it will kind of catch schools that are essentially already
bankrupt.

But it’s not very predictive of schools that are going to become
bankrupt. And so, these are tests that will catch, and are designed
to catch kind of the kind of worst financial shape schools, but
there’s a bunch of other schools that are struggling financially.
Maybe they’re not going to go bankrupt this year or next year, but
their long-term sustainability is just really in question.

And these tests aren’t going to catch that, and they’re not really
designed to.

Mr. FULCHER. Thank you, Mr. Gillen. So just one more follow-up.
I think I still have another minute. Let’s talk places you know
mainly familiar, if you were on this committee and you were going
to reshape how the current law is in order to better assess or im-
prove the calculation of the value, what would you recommend?

Mr. GILLEN. The value of—

Mr. FULCHER. Of the institutions, the assessment structure.

Mr. GILLEN. So, I would really try to tailor accountability mecha-
nisms to the specific program at hand. And so, for things like the
student loan programs, where the government is providing this
loan money to students, and so we should really be tailoring the
accountability metrics for that program to loan outcomes.

So, our students are able to be repay their loans would be kind
of top of mind on that. But that isn’t necessarily the same account-
ability program we’d want to use for say, Pell grants. Pell grants
are designed to increase social mobility and equality of opportunity,
and so we may not necessarily want to use those same labor mar-
ket outcomes to evaluate Pell grants.

Mr. FULCHER. Got it.

Mr. GILLEN. We would want to focus more on graduation rates
for Pell grant recipients. And so really just I would encourage the
committee to think about what would be the most appropriate ac-
countability metric, or metrics for any given program that we’re
looking at.
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Mr. FULCHER. Good. Thank you. Mr. Chairman if I have any re-
maining time, I will yield that to Dr. Foxx.

Ms. Foxx. Thank you. I want to thank the Gentleman. You know
there are lies, damn lies, and statistics. So, an interpretation of
numbers means something. In the 2017-2018 school year private
for-profit colleges spent an average of 27 percent of their finances
on instruction.

Compare that to public schools which spent 29 percent of their
money on instruction, private non-profits 31 percent. But the real
kicker is in academic support. Private for-profits spent 63 percent
of their money on academic support for students, and for public’s
and private non-profit only lower than 30 percent went to academic
support.

And we know that the for-profit schools are taking in students
that the public’s and the not for-profit don’t want. They are the
toughest students to teach, and yet they’re giving them the kind of
support that they need. So, the interpretation of numbers is very,
very important here, and we will be submitting this for the record
Mr. Chairman.

I think it’s very important that we get these things in the record.
Thank you I yield back.

Chairman ScoTT. Thank you. And before I recognize Mr. Takano,
I'm going to ask for Mr. Sablan to assume the Chair for several
minutes. I have another commitment, so I'll be back in a few min-
utes. The Gentleman from California Mr. Takano.

Mr. TAKANO. Thank you, Mr. Chairman. I would dispute those
statistics. I know in California the public institutions of higher edu-
cation actually are required by law to spend at least half of their
revenue on instruction and cannot spend it on administration.

And furthermore, I think it’s quite often the case that for-profit
institutions do not have really admission standards. And you can
reinterpret that to mean that they're taking students that other in-
stitutions don’t want, but I would dispute the idea that they’re tak-
ing students that have developmental educational needs and are
really delivering on that.

Ms. Cao can you clarify something for me and the public? Is it
true that borrower defense and the 90/10 rule do not apply to non-
profit institutions? They’re only for for-profit institutions?

Ms. CAo. No. That’s borrower defense and the gainful employ-
ment rule apply to all institutions. It is just the case that 99.7 per-
cent of borrower defense claims that have been submitted because
students feel that they've been defrauded, reflect behaviors at for-
profit and covert for-profit institutions.

Mr. TAKaNO. What about 90/10? Does 90/10 apply to non-profit
institutions? The studies that apply to non-profit institutions the
90/10 rule

Ms. Cao. The 90/10 rule applies to for-profit institutions and
sometimes to recent conversions.

Mr. TaAkaNO. OK. I'm seeing Ms. Emrey-Arras shaking her head.
90/10 does not apply to non-profit institutions.

Ms. EMREY-ARRAS. Correct. With the only exception being the
reference just made previously that for the year after conversion is
approved from a for-profit to a non-profit, they are still subject for
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that 1-year period to 90/10. But other than that, non-profits are not
subject to 90/10.

Mr. TAKANO. But Ms. Cao do we know of non-profit institutions
that receive 90 percent or more of their revenue from the Federal
Government?

Ms. CA0. So, I can think of two conversions within the last 20
years that might present this scenario. So, one is the case of
Wright Career College which back in the 90’s when the 85/15 pre-
cursor to the 90/10 rule was enacted, they told the IRS we’re going
to go ahead and convert to non-profit status because we want to
avoid the accountability of the 85/15 rule. The other one is a recent
example.

The Dream Center Schools told an accreditor that they wanted
to obtain non-profit status for their revenue extracting schools so
that they could avoid the 90/10 rule and avoid gainful employment
programs. And they said avoiding these regulations will help us op-
erate more efficiently, and of course that efficiency ran those insti-
tutions right into the ground.

Mr. TakANO. Well, thank you. Thank you, Ms. Cao. Mr. Galle
would you give Department of ED the ability to audit non-profit
educational institutions that receive Federal money, or lots of Fed-
eral money? Would that be part of the solution given enough au-
thority to add to be able to properly oversee non-profits?

Mr. GALLE. Thank you, Congressman. I think ED already has
that authority. The statute obliges Ed to decide whether an organi-
zation is a non-profit or public, or proprietary, which means for-
profit school.

And regulations explain how ED does that. You know it looks at
whether IRS has treated the organization as a charity, but then
independently ED regulations say ED has to decide whether the or-
ganization is providing a nexus of benefit to any private party,
which usually means it’s giving too much money to its insiders, or
it’s a prisoner of its debts, or if it’s a risk contract.

And so, it’s already ED’s obligation under existing regulations in
my view to make sure that organizations are really protecting stu-
dents and not their bottom line.

Mr. TAKANO. Would you give ED some role in the vetting process
of conversions? In other words, IRS establishes that they can be-
come a non-profit, would you insert ED into that process and give
them some sort of role in the vetting?

Mr. GALLE. So, I think it’s appropriate for IRS to decide which
organization face which tax consequences. It’s mostly not IRS’s
view of their job to decide which organizations are fully charitable
or not. Back in the 90’s Congress found that IRS wasn’t really will-
ing to do that job. They weren’t willing to impose the death sen-
tence on organizations, then take away their charitable status, or
refuse it in the first place.

So, IRS only imposes this thing called an intermediate sanction,
which is kind of a penalty tax on people who extract money from
their organization. So, IRS is really just not in the business of fig-
}ilring out who has the incentives to protect students and who

oesn’t.

And so, I think it makes more sense for Ed to fulfill that test,
because that’s their statutory and regulatory mission.
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Mr. TAKANO. And that’s how you would change the law.

Mr. SABLAN. Thank you.

Mr. TAKANO. Thank you, Mr. Chair.

Mr. SABLAN. Thank you. Now I would like to recognize Mr. Allen
of Georgia please, 5 minutes.

Mr. ALLEN. Thank you, Mr. Chairman, and obviously this is a
very partisan issue that you know our Democrat friends make clear
that they want to dismount profit education. I think probably the
reason that profit institutions exist is because of what is being
ti;llught at public institutions, and the American people want a
choice.

The fact is that many students, including non-traditional stu-
dents and veterans, choose their schools because those schools ful-
fill what they are looking for out of college. Dr. Gillen what are
some of the distinguishing features of for-profits schools as com-
pared to their peers in the non-profit and public space? And I'm re-
ferring to schools like Prager U and other schools like that teach
you know civics and you know amongst the country and those
kinds of things. And do they offer different programs or more flexi-
bility?

Mr. GILLEN. Yes, great question. The for-profit sector historically
has been rather innovative. And so, we’ve seen a number of prac-
tices that may have been you know, tried to scatter shot here and
there, but they really became standard practice in the for-profit
sector.

So, helping students fill out the FAFSA was kind of an innova-
tion that really scaled up within the for-profit sector. Allowing
nighttime classes for students who are working full-time, they
didn’t quit their job to go to school during the day, and so offering
nighttime and weekend classes was really a specialty of the for-
profit sector.

And it’s spread to some other institutions as well. And really the
main advantage of the for-profit sector I think is this kind of exper-
imer;tal lab of how can we improve kind of the educational offer-
ings?

Mr. ALLEN. Right.

Mr. GILLEN. And I'll throw online education in there. For-profits
embraced online education very early, and as we just saw with
COVID everybody had begun.

And so, before the for-profits have sort of kind of experimented
with the process a lot more, it wasn’t as rough as a transition for
everybody else because we had seen what online education does
and how they do it.

Mr. ALLEN. And so, this flexibility is critical. Students assume
risk when they take out loans and the Federal Government tax-
payer assumes risk by lending that money, but the institution, the
one arguably benefiting the most from this arrangement, does not
have any direct risk in the Federal student loan program.

And in your opinion should colleges and universities have more
skin in the game? If so, what are some of the ways we can incor-
porate institutions in the Federal student loan program?

Mr. GILLEN. Yes, I think skin in the game ideas make a lot of
sense as long as we're restricting ourselves to the current loan sys-
tem where the government is the lender. So, if we were not in the
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situation where the government was the lender, where we had pri-
vate lenders, there would be no reason for skin in the game be-
cause the lenders themselves would be doing their due diligence on
whether this is a wise one to be making.

But both the government and the institutions under the current
system our government is under don’t have any desire to do their
due diligence on these loans, and so you can—we do have a lot of
programs that are consistently allowing students to over borrow.

And so, one solution to that is skin in the game proposal. And
there’s a lot of different ways those can be structured, and so one
kind of proposal that was tried in Chile was to hold universities re-
sponsible for the debt of dropouts. Now we need to be very careful
though just replicating that, because one of the things they found
in Chile was that this resulted in lower quality of their schools be-
cause the schools, knowing that they would be responsible for the
debt of dropouts, lowered their standards so more students would
graduate, they would have less dropouts.

So, we need to be very, very careful in designing the skin in the
game proposal, or a risk sharing proposal, but as long as we'’re in
kind of the current status where the government’s lending, and
they're lending pretty indiscriminately, then some sort of skin in
the game or risk sharing proposal I think within proprietors.

Mr. ALLEN. Well, most of the young people that I've talked to
about their student loan debt have admitted to me that they had
no idea of what they were getting into. And they had no idea how
they were going to pay it back. And that’s why I had an amend-
ment on the Higher Education Act to make sure they got proper
financial counseling. I thank you and I yield back.

Mr. SABLAN. Thank you very much Mr. Allen. I now recognize
Ms. Adams of North Carolina for 5 minutes.

Ms. ApDAMS. Thank you, Mr. Chair, and I appreciate the oppor-
tunity to participate in this hearing today. Director Emrey-Arras,
do most conversions involving existing non-profit college with long-
standing experience in running a school, taking over for-profit col-
lege. And let me repeat that.

Do most conversions involve an existing non-profit college with
long-standing experience in running a school, taking over the for-
profit college?

Ms. EMREY-ARRAS. The answer is no. Of the 59 conversions that
we saw there were only five involving an existing non-profit college.

Ms. Apams. OK. So, what kinds of non-profit organizations are
purchasing these for-profit colleges?

Ms. EMREY-ARRAS. They can be an array of organizations that
don’t necessarily have experience educating students. We found a
scholarship fund, a professional association, a private foundation,
and others. So, you have an assortment of non-profits and as we've
stated these are not existing non-profit colleges assuming the for-
profits.

Ms. ApaMs. OK. So, they may be newly created non-profits being
used to engineer these conversions?

Ms. EMREY-ARRAS. Certainly. Of the 59 conversions we found
that nine involved completely new non-profits that had no activities
prior to the purchase of the for-profit school, and they were more
likely to be involved in the insider conversions. So, the conversions
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without insiders involved almost always existing non-profits that
had been established previously, while about half of the insider
conversions involved completely new non-profits that had no prior
track records.

Ms. Apams. OK. So, what does it mean for protecting the best
interests of students then?

Ms. EMREY-ARRAS. Well, I think there’s a difference when you
have an existing non-profit college take over a school versus a foun-
dation or a scholarship fund take over a school. So, I think there’s
a c%)ifference in terms of the educational experience that is brought
to bear.

Ms. Apams. Right. Thank you. Professor Galle what does a tradi-
tional non-profit college board look like?

Mr. GALLE. Usually a non-profit college board is a group of ex-
perts and community Members who volunteer their time. Many of
them are large supports of the institution. They might be alums or
other donors. They're not typically paid for their time. They have
no financial interest in the ability of the organization to pay profits
t<()) its service provider, or the former for-profit that it owes a huge
10U to.

That is not true of several of the boards that I examined after
reading the GAO report. For example, there’s one board where the
board Members receive about $300.00 an hour for their time as a
board member, which is far outside the norm, and certainly you
can imagine affects their incentives to go along with the financial
interests of the people who they participate with.

Ms. Apams. OK. So, when an insider is retaining some or all of
the same leadership roles post-conversion, how does it affect the
ability of a college to function as a true non-profit?

Mr. GALLE. I mean it’s impossible. First of all, just talk about le-
gally you have a so-called fiduciary duty, you have a legal obliga-
tion to look out for the interests of an organization that you’re the
head of. It’s impossible for someone like Brian Miller, who runs
both GCU and it’s for-profit parent to follow the law in both cases,
right because you owe a duty to the non-profit to pay as you know,
to get as good as a price as you can from your contracting partner,
but you also have a duty on behalf of the contracting partner that
you’re running to get as much money as you can out of the non-
profit, there’s just no way to do both.

Ms. Apams. OK. Mr. Chairman I wish to submit for the record
a letter from the National Association of Independent Colleges and
Universities in support of Federal oversight for non-profit conver-
sions to ensure integrity in these processes and with that Mr.
Chairman I'll have to yield back.

Mr. SABLAN. All right. Without objections it is so ordered.

Mr. SABLAN. Now I recognize Mr. Keller of Pennsylvania. Sir you
have 5 minutes.

Mr. KELLER. Thank you, Mr. Chairman. I believe we can all
agree that the government should hold all post-secondary institu-
tions accountable for the benefit of students and taxpayers alike.
At the end of the day higher education is as diverse because stu-
dents are diverse, think differently and learn differently.

Pennsylvania has colleges, universities, technical schools, voca-
tional programs, and other types of schools, all designed to get
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their students ready for the workforce. I hear firsthand how impor-
tant a qualified workforce is for Pennsylvania’s 12th congressional
District.

No matter what industry we talk about, employers are struggling
to find qualified workers. Regardless of what industry or type of
college we’re talk about, it’s clear to me that educational programs
should be evaluated based on outcomes achieved by and for stu-
dents.

So, my question is that for Dr. Gillen, thank you for your testi-
mony and for being here today. What can the Department of Edu-
cation do to improve accountability for each institution under its
purview, and what does Congress need to do to give them proper
authority in the interest of maximizing accountability?

Mr. GILLEN. That is a great question, and we can spend you
know many, many hearings, specifically on that topic. One of the
big obstacles I think to seem kind of impermanent in higher edu-
cation is actually the accreditation system. And so, one of the prob-
lems with the way accreditation which is all universities are re-
quired to have accreditation in order to participate in the Federal
financial programs.

And the accreditation rules typically kind of mandate the inputs
and the processes that universities need to follow. And so, if you're
mandating the inputs on the processes, you're essentially sort of al-
ready you’re basically saying you can bake whatever cake you like,
but you have to use this chocolate cake recipe right.

So, it’s no surprise that we end up getting you know a lot of choc-
olate cakes. Or maybe we need vanilla cakes. Maybe we need you
know Korean tacos. Like there’s a lot of innovation that should be
happening in education right now that we aren’t seeing because the
accreditation system is a barrier to that innovation.

So, I would really like to see what I call escape hatches, intro-
duced them into accreditation. So, accreditation is really kind of a
one size fits all solution, and so instead of mandating accreditation
for everybody, we can introduce escape hatches.

So, for more vocational programs we could have a labor market
outcome serve as an alternative to accreditation. So, if enough of
your graduates are graduating and getting you know really, really
well-paying jobs, that can serve as a form of accreditation for finan-
cial aid purposes.

We can also do this with learning outcomes. So, for law schools
you know if 95 percent of your students are passing the bar exam,
you don’t really need accreditation. We know you’re doing a good
job. And so, introducing these escape hatches would allow pro-
grams and institutions to innovate on the inputs in the processes,
because we’re more directly measuring the outputs and the out-
comes.

So, accountability should 100 percent be focused on outputs and
outcomes. Right now, the accreditation system is not focused on
that, and it’s really limiting I think, the innovation that we could
see in higher education.

Mr. KELLER. Thank you. I was also interested to see that the
chart you included in your written testimony which shows which
fields have been most successful broken down by academic field,
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can you speak to the metrics for coming up with the data reflected
in the chart, and if there are any notable trends you found?

Mr. GILLEN. Yes absolutely. So, in the written testimony there’s
a chart in there that we look at. I think it’s the 27 largest academic
fields, and so this is using the 2019 college score accreditation. And
so, what we did was we recreated the gainful employment regula-
tions.

So, at that point the gainful employment regulations had been
set aside. And so, what we did was we recreated them, but we ap-
plied them to everybody, not just for-profits. And so, when you do
that, you can then classify each program as passing, probation or
fail. Technically the probation was a public zone in the gainful em-
ployment regulations.

The probation is the essence of it. And so, when you do that, you
saw some fields that you know virtually every program was pass-
ing gainful employment, and so fields like mechanical engineering,
vehicle repair and maintenance, I think was above 90 percent of
graduates were attending these programs that had these excellent
outcomes.

But then there were a bunch of fields that weren’t doing so well,
so social work is now around a third of graduates were attending
programs that would not have passed gainful employment if it had
been applied to them.

And then the field that really stuck out as having the worst out-
comes was actually law. And so, we did a followup report where
we—

Mr. SABLAN. I'm sorry, but we need to get on to the next mem-
ber. Thank you very much sir for your—

Mr. KELLER. Thank you.

Mr. SABLAN. Let’s stay in Pennsylvania. Ms. Wild you have 5
minutes please.

Ms. WILD. Thank you so much Mr. Chairman. I'd like to direct
my first question to Ms. Cao. I hope I got that correct and thank
you all for being here on this very important subject. Ms. Cao
whenever I am engaging in conversations about higher education,
I want students to be central to the discussion.

And just by way of background, I want you to know that in my
district, which is the Lehigh Valley, I actually have six colleges and
universities that are non-profits as well as a couple of for-profit
schools, so this is an area of great, great interest to me.

I believe it’s vital that students who are pursuing higher edu-
cation are able to do so with the peace of mind that the college they
attend has their best interests in mind and will invest its resources
to provide the highest quality education and the best outcome. I
think we all feel that way about it.

So, what I’d like to do with that as a backdrop, I'd like to discuss
the effects on students when for-profit colleges convert to non-profit
colleges. When that happens is the college required to improve the
quality of its academics or better support student’s learning?

And all as the second part of my question at the same time. After
undergoing a conversion, does the college have to improve the out-
comes of students, like increasing job placement rates after gradua-
tion, or lowering default rates on student loans? And I'll be quiet
now and let you answer. Thank you.
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Ms. CAo0. Sure, thank you. So, in order to be recognized by the
Department of Education as a non-profit, a college does not have
to improve the quality of the learning within the school or improve
the quality of the outcome that the students experience.

However, to kind of return to the core distinction between non-
profit and for-profit status, genuine non-profits make that commit-
ment to reinvest 100 percent of resources in student learning. And
to go to Professor Galle’s point about fiduciary status, genuine non-
profits owe a fiduciary responsibility for the educational mission of
flh?(iir school, and no fiduciary responsibility to investors or share-

olders.

And what that means is that with all of those Title IV resources,
going to support student education, you end up with better out-
comes, and you end up with better investment in student’s edu-
cation. I want to go back to provide a clarification on the numbers
regarding instructional spending that Ranking Member Foxx ref-
erenced earlier on, because this is something that I described in my
written testimony.

So, when you look at the share of student’s tuition dollars, the
share of HEA dollars that is going to instruction, the numbers are
pretty clear about what the difference is between sectors are. So,
to take 4-year schools at a for-profit school students are getting 26
cents on the dollar.

At a non-profit they’re getting on average 79 cents. And at a pub-
lic institution they’re actually getting more than a dollar’s worth of
instructional spending, $1.13. So that’s the best bang for your buck.

And the reason this is different from the numbers that Ranking
Member Foxx was describing, is because she’s incorporating at the
denominator all of the revenue which includes revenue for Hadron
collector generators for the research farm, or the revenue produced
by the non-profit hospital that is attached to the institution.

So, when you’re really looking at what students are getting, and
I'm so glad you understood the conversation, it’s a really different
deal at for-profit institutions versus non-profit and public counter-
parts.

Ms. WILD. Can I just ask you in the time that I have left, are
there particular types of students that are more likely to attend a
college that recently converted to non-profit?

Ms. CaAo. Yes. So, the for-profit schools who are engaging in
these conversions are among the most predatory. We know that the
target low-income students, Black and Hispanic students, working
parents and students who don’t have family support, but are rather
supporting their families.

And returning to the case of the Ashford conversion to University
of Arizona’s global campus, you have the leadership there expressly
saying, “We are pursuing this conversion in order to better target
low-income students and minority students.”

Ms. WiLD. How does the quality of their academic instruction
while they’re in college and their outcomes after compare for stu-
dents who attended a recently converted non-profit college from
stu;l_eglts that attended a non-profit that never operated as a for-
profit?

Ms. CAo. The problematic conversions behave just like for-profit
schools with the difference of a for-profit schools have to live by the



97

Gainful Employment and 90/10 rules. So, the outcomes are going
to be significantly worse at converted schools that are genuine non-
profits.

Ms. WILD. Thank you so much. I appreciate it. I yield back.

Mr. SABLAN. All right. Thank you very much Ms. Wild. I am told
that Ms. Miller-Meeks is next. Ms. Miller-Meeks? All right we're
going to try Mr. Owens? Mr. Good? Mrs. McClain.

Mr. Goob. Bob Good’s here.

Mr. SABLAN. Oh, Mr. Good. All right sir welcome, you have 5
minutes sir thank you.

Mr. GooD. Thank you very much and thank you to all of our
guests here today. And my questions will be directed to Dr. Gillen
please. In your testimony you discussed how making available im-
portant data related to post-graduation outcomes for specific col-
leges and specific degrees can help students and families make
good investments in their higher education, and that this trend
could lower the overall cost of education.

That said, do you have a recommendation regarding how Con-
gress can help promote and facilitate this data transparency with-
out also expanding the size and scope of government?

Mr. GILLEN. Yes absolutely. So, the way the current college score
card data is collected is it’s focused just on students who are receiv-
ing Federal financial aid. And so, I think that’s a completely appro-
priate approach because these Pell grants and students’ loans are
being provided to these students, just as kind of congressional and
governmental due diligence, we need to be able to assess the over-
all outcomes of those programs, and so we need to be able to track
the outcomes for students who receive these.

So, I think that’s a very appropriate approach, kind of figuring
out what information we need to determine how effective financial
aid programs are and then collecting it.

Mr. Goobp. Thank you. You also had noted, and I'm paraphrasing
a little bit, that you know since colleges are locked in a never-end-
ing academic arms race, to spend as much as possible in the pur-
suit of prestige, and this has a very negative consequences regard-
ing college affordability, and it can make it easy for insiders to hide
excessive spending.

Do you feel that accountability regarding degrees and the labor
market outcomes is enough to lower the costs of higher ed, or what
else might you recommend?

Mr. GILLEN. Yes, so this is in reference to the Bowen’s laws por-
tion of my written testimony, and just very brief background. So,
with Bowen’s laws the basic is that when you can observe quality,
you’re competing based on reputation or perceived quality.

Mr. Goob. Right.

Mr. GILLEN. And one of the ways you can increase reputation or
prestige, or perceived quality is to spend more money on kind of
flashy items. So, you know Nobel Prize winning faculty, high-
achieving students you know big shiny new ads, that kind of stuff.

And so, you know that’s all great, but that all costs money, and
so schools are locked in this never-ending cycle of needing more
revenue. And so as soon as they get more revenue, they use it to
increase spending, and so if you look at the kind of overall trend
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of what happens to higher education in this Bowen’s Law world, is
we’re going to see a never-ending trend of increases in spending.

So, one of the ways we can escape that is by having better
metrics on outcomes and outputs. And so, these accountability
mechanisms that basically publicize, and try to encourage schools
to have better outputs and outcomes would do a lot to fix that be-
cause right now there’s a handful of law schools in the country that
do a great job in terms of labor market outcomes relative to stu-
dent debt.

There’s also a ton of them that don’t, where their students are
really struggling with their student debt. And so right now the
question hey, should I go to law school doesn’t make any sense be-
cause it really depends on which law school we're talking about.
Some of them have great outcomes, some of them don’t.

And so, in providing students with enough information that they
can make that distinction between those two types of programs is
absolutely critical. And then once students are competing—sorry,
once universities are competing based on the outcomes, we’ve basi-
cally escaped the Bowen’s Law world and then we move into more
of kind of a standard competitive environment where schools are
competing to increase quality and lower cost.

And that’s a very healthy environment to be in because any inno-
vation that does either one of those will be adopted widespread by
universities across the country.

Mr. Goob. At the risk of offending my many friends who are law-
yers here in Congress, it was interesting to see that one of the
worst returns in your data provided was that for the law degrees,
in light of we've got such a growth in that area in the country.

Just speaking though generally with regard to the cost of higher
education, what role do you think that the overall Federal spending
on education might be impacting the overall increasing costs of
higher education?

Mr. GILLEN. So, there’s a big debate among scholars about the
extent to which Bowen’s hypothesis is—I'm sorry the Bennett hy-
pothesis is indicative. And so, essentially there’s an argument that
some scholars make that increases in government funds will en-
courage schools to raise tuition to essentially harvest those funds
without actually lowering the cost to the students.

Now there’s been you know multi-decade debate about how big
of a problem this is, and so unfortunately, we can’t go into too
much detail. But right now, if I see a study that says it’s less than
20 cents on the dollar, or a study that says it’s more than 80 cents
on the dollar, I'm skeptical.

Anything in between there is pretty consistent with the evidence
that I've seen, so it’s not that schools raise tuition by a dollar for
every dollar that the government provides, and it’s not that they
don’t raise it at all. It’s somewhere in the middle.

Mr. Goop. Thank you, sir. I see my time has expired. I appre-
ciate your answers.

Mr. SABLAN. Yes, Chairman Scott is back in the room and so Mr.
Chairman you have the gavel please.

Chairman ScoOTT. Thank you. Can you—is Mr. Levin next?



99

Mr. SABLAN. No. I think it’s Ms. McBath, well she was here, all
right. Mr. Chairman McBath, Ms. Hayes was here, yes, you're right
Mr. Levin is he here?

Mr. LEVIN. I am.

Chairman ScOTT. The Gentleman from Michigan Mr. Levin.

Mr. SABLAN. Mr. Levin you have 10 minutes.

Mr. LEVIN. Ooh.

Mr. SABLAN. 5 minutes, 5 sorry.

Mr. LEVIN. I'll take the first offer. Thanks to you both. All right.
Well, this is I thank the chairman for this hearing. It’s super edu-
cational I think for the American people. Over the last decade for-
profit institutions have converted to non-profit institutions at an
accelerated rate, and we’ve seen an alarming amount of these con-
versions happening at ethically dubious for-profit colleges, con-
verting to non-profit institutions to circumvent accountability, or
repair their reputations, line the pockets of owners and executives,
and evade tax liabilities to the American people.

Take for example Dream Center, a non-profit holding company
that pushed for the purchase of three for-profit college chains with
the intent to convert these schools to non-profit institutions even
as the Higher Learning Commission revoked accreditation for some
Dream Center owned schools over concern that the intent of the
conversion was to and I'm quoting, “Cloak predatory practices.”

This led Dream Center to misrepresent and defraud millions of
students into believing they were attending a fully accredited insti-
tution when they were not. Within 18 months of the transaction
Dream Center closed or sold every school.

So, I want to ask Ms. Cao about this. We’ve seen a lot of these
abrupt and expensive closures of schools that are converted from
for-profit to non-profit. For instance, the committee found that the
Dream Center conversion and subsequent collapse, will cost tax-
payers at least 600 million dollars.

Is there something particular about these conversions that
makes them likely to close abruptly like this?

Ms. Cao. Yes. Thank you so much for that question. And the De-
partment of Education did find that the collapse cost taxpayers 600
million dollars.

Mr. LEVIN. It’s incredible.

Ms. CA0. One of the executives at Dream Center, who was ex-
tracting revenues for his family’s foundation, actually estimated
the overall cost of the closure would be 1 billion dollars, and that’s
part of the committee’s report as well. But I think of the increased
risk of closure that the GAO found in highlighting that 15 of 16
insider driven conversions went from being financially responsible,
to financially irresponsible within the span of 1 year, is one of the
real risks to both students and taxpayers of allowing these for-prof-
it conversions to go forward.

I talked about how non-profits can never extract revenue for
owners, and how for-profits have a restriction where when they are
already financially unstable, owners cannot extract revenue for pri-
vate benefit, or at least there are some restrictions in their ability
to continue to withdraw equity.

But when you have a for-profit college that continues revenue ex-
traction, but as a non-profit, they are free to extract dollar after
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dollar to the point where they are running their institution into
bankruptcy.

And 1n the case of Argosy, you saw owners extracting revenue to
the point where the institution had used up all the Title IV funds,
and then go after student’s stipends in order to be able to balance
their budgets. And then run out of all funds entirely.

And so, I think there is a real—

Mr. LEVIN. And milk it until it doesn’t exist anymore basically.
I mean since time is limited, let me just ask you to kind of zoom
out because I mean in a way these stories about the particular in-
stitutions are so compelling and disgusting you know.

What I want to ask you is how can we understand the impact
of these particular stories, these conversions and these subsequent
closures on higher education and students as a whole? How are the
for-profit conversions impacting other schools in both the for-profit
and non-profit sectors, and how does that you know, end up im-
pacting college students all across the country?

Ms. Cao. Thanks. So, when for-profit conversions happen among
the most predatory schools, that impacts the rest of the for-profit
field because any school that wants to remain with for-profit regu-
lations when it has this option of a giant loophole, is going to be
either too small, too unsophisticated, or too scrupulous to lawyer
up and take advantage of the for-profit conversions that allow them
to operate in an even more predatory manner.

When it comes to the non-profit status, there is also I think a
corrupting impact of for-profit conversions on non-profits. And so,
Mr. Gillen mentioned an arms race, and I think that the aggressive
and predatory recruitment of for-profit conversions is going to, and
already has created an arms race for the non-profits to try to dis-
tinguish themselves from the covert non-profits, and that’s going to
draw resources away from student instruction in order to be able
to educate students through recruitment and marketing practices.

Mr. LEVIN. All right well thanks. Mr. Chairman my time’s ex-
pired, but I just have to say that when I ran the State workforce
system in Michigan and created the No Worker Left Behind Pro-
gram when we put 162,000 Michiganders back to school, we proud-
ly worked with State institutions, community colleges, non-profits
and for-profits, and we’ve got to fix this problem so that students
can still have the full panoply of options. With that I yield back.

Chairman ScOTT. Thank you. Next the Gentlelady from Iowa Ms.
Miller-Meeks.

Ms. Miller-Meeks. Thank you so much Chairman Scott. And Ms.
Cao you actually inspired this question. You said, “Higher tuition
equals higher debt.” As the first person in my family of 10 to not
only go to college, the only one to ever go to medical school, I am
extremely concerned about the rising cost of tuition.

At the State level, as a State Senator I worked on these issues,
especially for the health professions. However, student loans, loan
forgiveness for locating to rural areas, J—1 Visas, and scholarships
don’t address my most pressing concern, and that’s the sky-
rocketing cost of colleges.

Mr. Gillen you’ve done a lot of work investigating why college
prices are rising, and one reason you mentioned earlier was the
Bennett Hypothesis. Could you describe this a little bit more in de-
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tail, and also other drivers of rising tuition and suggest ways Con-
gress could address the fundamental drivers of college cost when
we reform the HGA because that in turn is what creates more col-
lege debt is the rising costs. Thank you.

Mr. GILLEN. Yes absolutely. So, one of the main contributors to
rising college costs is this Bowen’s Law world that I described pre-
viously where there’s essentially never-ending need for any non-
profit, but in this particular case, colleges to have more revenue.

There’s always going to be some other program, or some more
students, or some initiative that the University wants to take and
that they think will improve their college. So, there’s never going
to be enough money for colleges.

There’s a couple of amusing kind of descriptions of this process
by scholars of higher education. So, Derek Bach, former President
of Harvard, he wrote a book where he described colleges as just
like compulsive gamblers in the sense that there’s never going to
be enough money to their needs.

There’s a scholar at Cornell, Ronald Ehrenberg who described
the college’s need for money as analogous to the cookie monster,
just whatever cookies are available, cookies being revenue in this
case will be devoured.

A co-author of mine, Robert Martin, described higher education
finance as a black hole, and it will just suck up any revenue that’s
around. And so, the question is OK, what happens when we insti-
tute a financial aid program in this environment? And that’s where
the Bennett Hypothesis comes in.

And so, Secretary Bennett, he was Secretary of Education back
in the 80’s. He said that the Federal Government providing finan-
cial aid will actually encourage these schools to raise their tui-
tion—to harvest that aid money. And that’s really the combination
of these two. So, the Bennett Hypothesis is a danger because we
live in this Bowen’s Law world.

And so, the question is OK well how big of a problem is it? And
scholars, as I've mentioned, have been debating this. There was a
real turning point around 2012 where almost all the scholarship
that has come out since then, because it’s using better data, and
better school techniques, is finding some evidence in support of the
Bennett Hypothesis, regardless of sector.

So, it’s you know an issue at the for-profit sector. It’s an issue
at public’s, it’s an issue at private non-profits. And but there are
some things that could be done to sort of attain the Bennett Hy-
pothesis. And so, some of the things you can do is make sure that
it is need based.

So, programs like the Pell grant are much less likely to suffer
from kind of tuition inflation as a result of the program, than kind
of a universally available program that is not subject.

Ms. Miller-Meeks. Thank you so much for that, and it’s the same
thing that plagues our healthcare with third party payment, and
I'm going to yield the balance of my time to Representative Foxx.
Thank you so much. And thank all the panelists.

Ms. Foxx. Thank you very much for yielding. I want to point out
that one of our witnesses has said non-profits can never extract
revenues for individual benefit. Well, I'd like to point out that pri-
vate colleges and universities, some are paying exorbitant fees to



102

their presidents. University of Southern California, 7 million dol-
lars. University of Chicago, 6 million dollars. Thomas Jefferson
University, 5 and a half, Columbia, 4 and a half million. Harvard,
3 and a half million. University of Pennsylvania, 3 million.

Wesleyan University, 3 million. University of Rochester, 3 mil-
lion. Texas Christian, 2 and a half and the Savannah College of
Arts and Design, almost 2 and a half million. I would say that stu-
dents going to those schools would say that that is extracting rev-
enue for individual benefit.

And then Mr. Chairman, we’ll enter that into the record. This
has come I believe from it’s a Chronicle of Higher Education, and
also the top 10 salaries of public schools. Georgia State, 3 million,
Auburn, almost 2 million, Texas A and M over 1 and a half, Ohio
State, 1 and a half. Texas A and M, system office 1.3. University
of Pittsburgh, 1.2. University of Virginia 1.2.

University of Nebraska a little over one million. University of
Houston 1 million, a little over, and Arizona State University inci-
dentally, over 1 million. I would say those publics and those pri-
vates are certain extracting revenue for personal gain.

And I think the record needs to be straightened out. Thank you
very much Mr. Chairman.

Chairman ScOTT. Thank you. Those documents will be entered
into the record without objection. The Gentleman from Indiana,
Mr. Mrvan.

Mr. MRVAN. Ms. Cao you have written about Perdue University’s
joint venture with Kaplan University. Based on your knowledge of
this conversion, do you see any unique risks posed by public college
contracts with for-profit colleges compared to a for-profit college’s
conversion to non-profit status?

Ms. CA0. Could you repeat the second half of your question, I'm
sorry I didn’t hear it.

Mr. MrRvAN. That’s OK. The second half of it is do you see any
unique risks posed by public college contracts with for-profit col-
leges compared to a for-profit college’s conversion to non-profit sta-
tus.

Ms. CA0. Got it. Thank you for clarifying. Yes, so I think of the
risks of for-profit colleges converting in a way where they appear
to have public college status, or a public college affiliation is even
more pronounced because of the public trust that students have in
a school like Purdue University, or the University of Arizona.

That is why shareholders at Graham Holdings or the share-
holders at Zovio are so excited when they can find a public institu-
tion that will lend its good name to one of these for-profit college
conversions.

And I think the students have really spoken for themselves. Pur-
due University Global is the only public college that has garnered
more than 100 student complaints through the borrower defense
program. And I also want to add that there are two additional risks
with these for-profit public conversions occur.

One is the double revenue extraction. So, you have funds from
student tuition dollars going to both Graham Holding and to sup-
port Purdue. And the third harm is that equity harm that I men-
tioned at the beginning.
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You have separate unequal institutions where poor students are
subsidizing wealthier students.

Mr. MRVAN. Well, thank you very much and I yield back my
time.

Chairman ScOTT. Let’s see. Good, McClain, the Gentlelady from
Tennessee Ms. Harshbarger.

Ms. HARSHBARGER. Thank you, Mr. Chairman. I appreciate the
time. This is directed to Dr. Gillen. I have constituents in East
Tennessee that a traditional 4-year degree is really it’s not the
most practical steps for those high school students, and really for
a lot of the adults looking for a post-secondary degree. And I abso-
lutely agree that we need to have accountability measures put in
place for any institution, like the learning versus earning, versus
growth.

And there’s no way to measure out if we don’t have those meas-
ures. And Dr. Gillen for-profit colleges don’t just take public money
and in the form of those Title IV student aids programs, but be-
cause they do pay taxes to State and Federal Governments, really,
they’re taxpaying institutions basically. In addition to paying taxes,
these schools employ thousands of people. They contribute a lot of
other ways to a local economy or community.

And my question is this. Are you aware of any analysis that’s
done to assess the real value-added institutions have on their com-
munities? What is it that they do to these communities? How do
they give back? And have you assessed anything that would show
us what these measures do and those employees, in hiring all those
employees, what kinds of value does that have on the community?

Mr. GILLEN. Yes, sorry about that. So, the first part of the ques-
tion you know what is the overall social impact of—these higher
education, and does it distinguish between for-profit, non-profit and
public. And so, whenever you have either a subsidy or a tax, that’s
going to introduce a wedge between the social return to any par-
ticular activity and the private return.

And so, when you look at higher education if you compare say
the public university to a for-profit university. So, the public uni-
versities are generally heavily subsidized by the State that the re-
side in, and they do not pay taxes.

And so, you've got sort of two wedges that are kind of present
for public universities. The for-profit universities, not only do they
not get subsidized, but they do pay taxes. And so that’s going to
introduce a big wedge between the social rate of return relative to
the private rate of return.

So, if you just for simplicity just assume the equivalent private
rate of return for students at those, you can see very, very different
social rates of return because of the subsidization and the different
tax laws.

As for what higher education does for the communities, it really
depends on the particular community, and on the universities with-
in it. And so, a lot of states actually import college graduates, and
so a particular State may really generously fund its colleges to try
and increase the educational attainment level at the population,
and then it sees a lot of those students just move next door because
they want to live in New York City or something like that.
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And so, it’s an open question how much at the local community
level the universities are going to benefit, because it really depends
on how many of those students remain within the community, and
how many go to some other community.

At the national level that’s not as much of an issue. You still
have students going internationally after they graduate, moving
overseas. But at the community level that’s much broader.

Ms. HARSHBARGER. You know our goal should be to get, it doesn’t
matter which university if it’s public, for-profit, not for-profit, you
know the goal is to get these students educated, or to give these
adults post-secondary degree.

As Dr. Miller-Meeks said, I was the first one in my family to ever
go to college and get a Doctorate degree in pharmacy. And nobody
encouraged me, that’s just something that I wanted to do along the
way. And I went to a private institution, and it cost a lot of money.
And I paid every penny of that back. You know we look at these
endowments at some of these bigger not-for-profit universities.

They could bankroll every student that came through their doors
if they wanted to. So, I guess just having those measures in place
to see how successful these for-profit, not for-profit universities are,
it’s how you do it in the business world.

You've got to make sure. And my part of the State, in East Ten-
nessee we need skills training. We need things to where they can
get out and get a good job. And I'm now knocking higher education,
but I'm looking for you know, my emphasis is on workforce develop-
ment per se in my district.

But I appreciate your answers. I think that we need to look and
assess what these for-profit universities do and do some kind of a
study to show what they do to imply. They employ all these people
in their communities. Let’s find out what kind of benefit that has
been and measure it that way as an outcome.

But I appreciate your answers, and everybody being here, and I
yield the remainder of my time to Dr. Foxx.

Chairman ScOTT. Actually, there’s not any time left.

Ms. HARSHBARGER. Well, I'm so sorry.

Chairman ScoTT. The Gentlelady’s time has expired. Next the
Gentleman from New York Mr. Jones.

Mr. JoNESs. Well, thank you Mr. Chairman and to the Ranking
Member. Thank you to our witnesses for all appearing before us
today. Your testimony has placed a spotlight on the failings of the
Federal Government to adequately protect our students. Make no
mistake about that.

Over the last 30 years for-profit colleges have offered minimal
educational value, but have collected millions of dollars in tax
breaks, all while saddling thousands of students with crushing
debt. In recent years as skepticism of for-profit schools has contin-
ued to grow, these same predatory institutions have taken it upon
themselves to restructure and convert to non-profits.

They have done so not because they have seen the error of their
ways, but because they seek to subvert the regulatory burdens
placed on for-profit colleges, while continuing to defraud students
and benefit financially.

Ms. Cao how do for-profit colleges in disguise, or as you refer to
them covert non-profits harm students?
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Ms. Cao0. Thank you for your question. And first I just want to
take a point of personal pride to say that we overlapped at Stan-
ford University, and you graduated with many of my friends from
Harvard Law School and I was so excited to see you elected.

And I'm excited as well for your focus on the harm that students
experience as a result of the activities of covert for-profit schools.
And to return to the student harm, again I think the students have
really spoken for themselves.

When you look at the borrower defense claims that students sub-
mit, when they feel that they’'ve been defrauded by institutions of
higher learner, when they feel that their tuition dollars and debt
dollars have been taken from them by deceptive and abusive prac-
tices you see crystal clear that it is for-profit and covert for-profit
schools that are deceiving students.

You can look at over 300,000 borrower defense claims the De-
partment of Education has identified by institution, about 25 per-
cent are from covert for-profit colleges, about 75 percent are from
for-profit colleges. Less than 1 percent come from the non-profit
sector, and there are no public institutions on that list except for
the affiliation of Purdue University Global.

So, I think that it’s really clear that the student harm is coming
from the for-profit and covert for-profit sector, and if we don’t do
something about it, those types of harms are going to expand to
corrupt the influences that are in place even further.

Mr. JONES. Thank you for that. And what are the risks covert
non-profits pose to taxpayers in particular?

Ms. CAo. Yes. So, when it comes to stewardship of taxpayer
money, there is a particular risk when covert for-profit owners can
draw down revenue with one hand and then pass it on to insiders
for personal enrichment on the other hand.

Representative Foxx talked about the salaries of non-profit presi-
dents. But you have the president of Harvard making 3 million dol-
lars a year, and the president of Keiser University, one of these
covert for-profits, drawing down 34 million dollars a year through
rents and loans paid by the non-profit that he owns. And I think
that is a huge problem for taxpayers, especially if Congress takes
a look now to double down on the investment and low-income stu-
dents for things like Pell grants.

You have to protect that investment from being handed right
into the pockets of insiders with little benefit for students.

Mr. JONES. I so appreciate that illuminating testimony. And with
the approximate minute and 20 seconds I have left, I wanted to
delve into the demographics of the impacted students. We've
touched a little bit on how these for-profit colleges in disguise arm
students.

But we know that certain communities really bear the brunt of
the adverse impacts, and so can you talk a little bit about who
these students are in terms of the demographics, and you know
what’s the profile of these students who enrolled in these covert
non-profit colleges?

Ms. Cao. It is low-income students, Black and Hispanic students,
working students, working mothers in particular, and students who
are supporting their families instead of being supported by their
families.
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In the world of research, we talk about reverse redlining or pred-
atory inclusion, and I have a background representing low-income
borrowers in the sub-prime mortgage crisis. There you talk about
how banks have excluded minority borrowers, and what that leaves
space for is predatory institutions to come in and offer a sub-prime
product, saying that they’re providing access, when in fact they are
extracting wealth from those communities that need it most.

And that’s what we had in in higher education as well. We have
predatory inclusion so that individuals who have been pushed out
of valuable resources in the higher education field are being
steered toward predatory actors.

Mr. JONES. Thank you so much Ms. Cao. Go Stanford and I yield
back Mr. Chairman.

Chairman ScoTT. Thank you. The Gentleman from North Caro-
lina Dr. Murphy.

Mr. MurpHY. Thank you, Mr. Chairman. And I want to say
thank you to all of the Members who have come to the committee.
I appreciate your perspective. I want to say specifically Mr. Galle
you made one point that you thought that it was education’s duty
here, not the IRS to police these institutions, and I think that’s cor-
rect.

I think a lot of the comments here may have been misguided a
little bit, and they obviously have a different reason for saying this.
I do want to point out one thing though. I mean it’s very inter-
esting that we’re just attacking the private institutions—I mean
the profit not for-profit status.

And if you look at our—I don’t know if any of the other panelists
have actually been on a college campus recently and looked at
where money is actually spent on college campuses. Yes, there
surely are aberrations and abuses in salaries, but if you look at
what the taxpayers are paying for, and you look at what’s hap-
pened with administrative bloat, I would submit that that is infi-
nitely more of a problem to the American taxpayer, to the Amer-
ican student, than any of these problems that are heretofore this
committee has brought up.

This is the main reason that students are in debt these days is
because administrative bloat has far outweighed payments on any-
thing academic-wise, and to say otherwise is really just ignoring
the issue and just attacking the for-profit institutions. So that said,
Dr. Gillen let me just ask one brief question, because I'm going to
cede a lot of my time to Dr. Foxx who’s smarter than I am on these
things.

The premise behind this hearing seems to be that for-profit con-
versions are a big, huge public policy issue. They’re happening
often, and they’re not being handled appropriately, and that legis-
lation is needed to fix this problem. Is that premise correct?

Is it true, or are we dealing with such a huge, massive problem
that several of the committee people have said, of the more than
5,000 institutions of higher education, how many of these are actu-
ally impacted by conversions?

Dr. Gillen I'll let you answer those questions please.

Mr. GILLEN. So very few former formerly for-profits seek to un-
dergo conversion, and even fewer of those involve insiders. So, this
is a relatively small problem. And to the extent it’s a problem, it’s
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already forbidden, so the IRS doesn’t allow an improper benefit and
the Department of Education doesn’t allow an improper benefit. So,
the real question is does this—do the existing procedures used by
IRS detect improper benefit?

And so, if not, then that’s an argument to improve those proce-
dures. But the idea that all for-profits who undergo conversion are
bad, I don’t think is valid. And it’s not even really internally con-
sistent right, because we’ve been hearing about oh for-profit’s bad,
non-profit’s good.

Well, we're converting for-profits into non-profits, but they’re still
not good. So, it’s kind of a strange approach.

Mr. MurpHY. Well, I thank you because it’s you know without a
doubt obviously our job as Members of Congress are to hold institu-
tions accountable, but this is a chasing, in my opinion like we say
in medicine, a wild herring. It’s not really, it’s more of a problem
%n search of a solution, and or rather a solution in search of a prob-
em.

I'm sorry for the mix-up. But I mean if you really look back, and
I'll get on my rant of administrative bloat, and if we’re actually car-
ing about what’s going on for students, that’s the whole premise of
this, if we're caring about what’s going on for students, then look
and see what colleges, public colleges, universities, private colleges
and universities, how they are spending their money these days.

And it may not be on massive salaries, but it is on administra-
tive bloat, and that’s been the death knell of higher education these
days. With that I'll yield back the balance of my time to Dr. Foxx
thank you.

Ms. Foxx. I thank the Gentleman for yielding. And I would like
to—

Mr. GILLEN. You got muted there Representative Foxx.

Ms. Foxx. Oh, OK. Well, the Federal student loan 3-year default
rates by sector and separation cohort, borrowers, and repayment in
2009 to Fiscal Year 202017 by the college board it shows public 2-
year schools have a 14.4 percent default rate.

The for-profit schools have a 12 percent default rate. And so, we
see that 2-year colleges have a worse default rate. And I would like
to ask a quick question of Ms. Emrey-Arras. From Dr. Adams, she
asked you which conversions were better. And I want to know were
you expressing a personal opinion, or one based on research in your
official capacity?

Ms. EMREY-ARRAS. I'm not sure that I answered on that front.
Can you remind me?

Ms. Foxx. Well, she asked you whether it was better for schools
to go to for-profits, but I can get you the exact question and submit
it to you for the record. But it sounded as though in your official
c}a;pacity you are expressing an opinion, and I was just clarifying
that.

Ms. EMREY-ARRAS. I don’t recall that, but I'm happy to answer
any questions that you may have for the record.

Ms. Foxx. OK thank you.

Ms. EMREY-ARRAS. Sure.

Ms. Foxx. I yield back.

Chairman ScoTT. Thank you. The Gentlelady from North Caro-
lina Ms. Manning?
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Ms. MANNING. Thank you, Mr. Chairman. I'm going to address
my first question to Ms. Cao, and I don’t believe this is something
that any of my colleagues from North Carolina have raised, but it’s
of great interest to constituents in my State.

Reporters are raising questions about a non-profit that is a cov-
ert for-profit that’s taking place in my State, and you’re nodding
your head. You probably already know about this. The Century
Foundation reported on documents obtained from IRS and the De-
partment of Education showing that Dr. Arthur Keiser who I be-
lieve has been discussed today, converted his for-profit college into
the non-profit Keiser University to use it as a cash cow.

And new reports indicate that Dr. Keiser has funneled donations
from Keiser University to a traditional financially struggling, non-
profit, St. Andrews University in North Carolina to assert control
of that institution, and potentially leverage that control to benefit
Southeastern College, a for-profit school which Dr. Keiser owns.

We are extremely concerned about this. Of course, I'll be fol-
lowing up with Andrews University for more information, but I am
getting calls from very concerned constituents. Can you expand on
these findings, and do they raise wider concerns both for St. An-
drews, but also for other conversions?

Ms. Cao. Thank you. Yes. And so, we have taken a look at St.
Andrews and the relationship with Keiser University. You know
you've heard of corporate takeovers within the private industry.
Here we have a hostile takeover of a non-profit school that was ex-
periencing financial strain.

And coming out of this pandemic, and of economic hardship,
we’re going to have a lot of small, community-serving non-profits
that are experiencing financial strain.

So, I think watching the pattern of this instance, and watching
the patterns with these for-profit college conversions more broadly,
is not responding to a hypothetical question, but it is responding
to the early signs of a trend that is about to become much more
dangerous and could be more widespread if action isn’t taken now
to reverse the trend.

Getting back to the example of St. Andrews, we have a pattern
that we’ve seen before where the Keiser family has leveraged the
wealth that it obtained by extracting resources from other for-profit
college conversions and used that wealth to buy control of the
board of St. Andrews.

With that control the Keiser family is operating St. Andrews is
a way where it’s starting to operate similar to a vassal State, which
is to say it is not operating in the best interest of students, but
rather helping to extract resources and deliver them to the for-prof-
it school that is currently held by the Keiser family, Southeastern.

And what we’ve seen is this example where they’ve opened up a
new campus, called the new campus an extension of St. Andrews,
but it’s actually listed at the same address as one of the campuses
for the for-profit school that the Keiser family also operates.

I think it is possible that we’ll see an application for a conversion
in the near future, but even if not this relationship of a non-profit
being taken over and its good name used to support insiders is a
perfect example of the concerns this hearing addresses.
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Ms. MANNING. Thank you so much. We have several non-profits,
small non-profits in my community that as a result of this pan-
demic are really struggling. I would hate to see this happen to any
of our other good schools, so I'm going to switch the next question
to Administrator Emrey-Arras. If you could help me understand
what are the tools of the Department of Education, the IRS, and
Congress can use to make sure this doesn’t happen?

Ms. EMREY-ARRAS. Thank you for the question. So, the IRS can
review proposed conversions when new non-profits are applying for
tax-exempt status. So, they can actually ask for the purchase price
of a college. They can look at independent appraisals, versus get-
ting a promise that a price will be fair market value.

So, they could actually request materials to help make that deci-
sion, and if they decide that a sale is not going to be a fair market
value one, they can deny the application for tax-exempt status.
After that, they have the ability to monitor tax-exempt organiza-
tions at a future date and our recommendation will help them do
that more.

On the education side, you know the department has done a lot
in recent years to step up its oversight for those initial applications
right? It’s looking at more documents. It’s looking at key bids, it’s
looking at contracts, it’s really getting into the nitty-gritty to figure
out is there improper benefit going on. So that’s a good thing.

But at this point it’s not looking at what happens after it grants
its approval, so those schools are in provisional status for one to
3 years, they’re supposed to be closely monitored. Education al-
ready has their financial statements. It’s using them for other stuff,
but it’s not actually looking at them to see if any improper benefit
is happening at that point, and we think it should.

Because you can find information in the statements about ongo-
ing leases and other kinds of vendor arrangements that could raise
questions about improper payment. So, we made a recommendation
that the department use the information it already has to do a bet-
ter job of monitoring, and the department agreed with us.

Ms. MANNING. Thank you and I yield back.

Chairman ScoOTT. Thank you. Gentleman from North Carolina,
Mr. Cawthorn.

Mr. CAWTHORN. Thank you, Mr. Chairman. I sincerely appreciate
all of the witnesses to have come on to be able to testify before us.
I am disappointed that we are using our time with all the brilliant
minds on this committee to be working on examining colleges con-
verting from for-profit to non-profit status which impacts roughly
0.1 percent of for-profit colleges, and just in layman’s terms that
is 3 colleges a single year.

I feel like the brilliant minds that are at use here and on this
committee as our witnesses could be used for something more tan-
gible, but I will take some time to ask you a question Dr. Gillen.
The Higher Education Act makes all institutions, regardless of
their tax status, ineligible to operate with Title IV student aid pro-
grams if too many of its students default on their loans within 3
years of leaving the college.

Could you comment on whether this cohort default rate metric is
effective, or also how can we as Congress, how can we improve
upon it?
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Mr. GILLEN. Yes. So, the cohort default rate is I think a perfectly
fine accountability metric. The problem is that it’s used as the ac-
countability. And so, this is really the only way that schools can
lose Federal financial aid for any sort of outcome that they have.

And so, the cohort default rate could certainly be improved, so
right now it looks at just the first 3 years after the loans, and so
I think we could benefit from extending that. So, whether we want
to look at you know 5, 10 or all of the above, maybe we have 3 dif-
ferent cohort default rates that we examine.

I think that would be real useful. Another potential issue, par-
ticular for the 3-year rate is that a lot of students can be in
deferment or forbearance which won’t show up as defaults on our
loans. But these are so indicative of the students who are strug-
gling with their student loans.

So, I think to really addressing kind of those flaws within—not
flaws, but improvements in the cohort default rate. In terms of
kind of the longevity of the cohort default rate, as more and more
students are entering income driven repayment programs, that’s
actually going to turn the cohort default rate into an obsolete met-
ric, because now students who can’t afford their loans are default-
ing on them.

But once they’re in an income driven or payment program,
they’re no longer defaulting on their loans, their student loan pay-
ment has just been set to zero. And so pretty soon as more and
more students are entering the income driven or payment pro-
grams, the cohort default rate is really going to be an obsolete met-
ric.

So, one thing that we could do is replace it or supplement it with
a repayment rate, and so that would be probably the wisest course
of action I think where we look at what percentage of a university
Frograms students are actually paying down the principal on their
oans.

Mr. CAWTHORN. Well Dr. Gillen thank you very much for your
time, and to all the witnesses thank you and with that Chairman
Scott, Mr. Chairman I would yield the rest of my time to Ranking
Member Foxx if she would so like to use it.

Ms. Foxx. I thank the Gentleman for yielding. Since we’re on the
gainful employment and cohort default rate, I want to point out
that there’s an article in the Chronicle of Higher Education that
pointed out that there were failing programs in the theater arts
program at Harvard University, a music performance program at
Johns Hopkins, and a music technology program at the University
of Southern California.

I think it’s important that we point that out. Ms. Emrey-Arras.
First to clarify, just because an insider was involved in the trans-
action does not mean that they are illegal when a for-profit con-
verts to a not for profit, isn’t that correct?

Ms. EMREY-ARRAS. That is correct.

Ms. Foxx. OK. So, when the GAO noted that the Department
had strengthened its review of the process, that came about during
the Trump administration is that correct?

Ms. EMREY-ARRAS. The department took several steps over time
beginning in September 2016, though in 2018 the department did
create a centralized team where they brought in experts with con-
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tracting knowledge, and finance knowledge to really look at these
together, and that was in 2018.

Mrs. Foxx. Right. So, they strengthened it during the Trump ad-
ministration beginning in September 2016 as you said, right? Just
before the election.

Ms. EMREY-ARRAS. Right.

Mrs. FoxX. So, I think it’s important that we ascertain that when
that strengthening came in was under a republican administration.
Again, I think Republicans—the point we want to make over and
over again, is that Republicans want accountability from all insti-
tutions, all institutions for students.

Thank you Mr. Chairman I yield back.

Chairman ScoOTT. Thank you. The Gentlelady from Georgia, Ms.
McBath.

Ms. McBATH. Thank you, Mr. Chairman, I'm really excited to be
here today and thank you to all of our witnesses for their great tes-
timony. And I would just say in my own district we saw first-hand
what happens when an institution of higher education attempts to
evade accountability.

In 2019 Argosy University in my district closed its doors after
months of misleading students on its accreditation status in an at-
tempt to convert to non-profit status through its sale to Dream
Center Holdings. In the end Argosy University ripped off thou-
sands of students at campuses across the country, including one in
my district, leaving them with untransferable credits, huge
amounts of student debt, and degrees that just really aren’t worth
anything.

And it’s our duty as legislators to protect the success of our stu-
dents as they pursue higher education and hold all institutions ac-
countable, and that’s why I am very proud to be introducing the
For-Profit College Conversion Accountability Act, or we’ll call it the
FCCAA with my colleague representatives, Sara Jacobs and Kathy
Manning.

FCCAA would establish explicit criteria requiring the conversion
to be made public, with proper advance notice and prohibit the in-
stitution from marketing itself as a nonprofit until the conversion
has actually been given the final approval by the department.

Additionally, the bill would establish an office within the Depart-
ment of Education to determine the eligibility of for-profit IHE’s
and monitor the conversion process. You know our students de-
serve better, and it’s our duty as legislators to ensure that institu-
tions are adhering to high standards.

Ms. Cao my questions are you for today. In a recent piece you
wrote that and I'm quoting, “To increase rigor of the Department
of Education’s review, reviews of college conversions needs to con-
tinue in the Biden administration and should be applied to conver-
sions that were approved earlier.”

What opportunities are there for the department and this com-
mittee to revisit conversions that were previously approved?

Ms. Cao0. Thank you for the question and for recognizing the
painful experience of Argosy students. And so, I want to talk about
three opportunities that the Biden Administration has to revisit
some of the errors that were made in the past, and that we're
played out in the GAO report.
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The first is that in the case of the Dream Center the Department

of Education made an effort to retroactively grant non-profit status
to Argosy and the other Dream Center schools. And I would say the
Department of Education can retroactively grant non-profit status
in order to help institutions cheat students, then they sure should
be able to retroactively remove non-profit status to stop that cheat-
ing.
And I think that that is an important authority to explore. Sec-
ond, this has come up previously, but any time an institution of
higher education seeks a conversion in a non-profit status, or a
change in control, they go through a review that leaves them in a
status known as provisional certification.

When you change status, you change control. Your eligibility to
receive Title IV ends at that moment at the change of control, and
you have to prove that you deserve Title IV funding all over again.

That gives the Department of Education a unique opportunity to
continue to monitor and oversee whether these conversions are
truly serving students.

And finally, I want to just go back. We've been talking about con-
versions between non-profit and for-profit status, but really there
are a series of requirements that Congress has imposed that all in-
stitutions must meet in order to be eligible for Title IV revenues.
And some of the behaviors in these conversions, things like paying
recruiters or recruitment entities a bounty for each student that
they enroll, would violate the basic requirements for Title IV eligi-
bility for all institutions, and the department has to address that
as well.

Ms. McBATH. Well, thank you so much. And you previously
wrote that our institution chain of for-profit schools had been sold
to Dream Center Education Holding, a non-profit organization. It
cooked the books and diverted stipends intended to cover student’s
groceries and living expenses.

And I'm aware that the Department of Education sat on the Art
Institute’s application, and that of Argosy International, Argosy
University for non-profit status until it was too late. Do you have
views about whether the Department’s slow-moving response con-
stituted a failure in oversight, and what do you think has been
done differently, or could be done differently?

Ms. Cao. The department failed students by not acting to protect
them. And they failed taxpayers by allowing millions to go out the
door to an unscrupulous and irresponsible institution that did not
meet basic statutory requirements to receive Title IV dollars.

Ms. McBATH. OK. And thank you so much. I yield back the bal-
ance of my time.

Chairman ScoTT. Thank you. The Gentlelady from Illinois, Ms.
Steel.

Ms. STEEL. Thank you, Chairman. I came from California, not Il-
linois.

Chairman ScoOTT. I'm sorry.

Ms. STEEL. Thank you, thank you Chairman and thank you
Ranking Member—

Chairman ScoTT. I'm sorry the Gentlelady from California Ms.
Steel, I'm sorry.
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Ms. STEEL. And thank you for all the witnesses today. I really
appreciate it. I think we can all agree that we must protect the use
of taxpayer funds. We also agree the cost of college has grown out
of control. We need to make sure the students who attend any col-
lege will graduate, and graduate with the skills they need to get
a job.

I believe we must have accountability, but also encourage flexi-
bility to help all Americans find the higher education option that
fits them the best. Colleges and universities have many reasons to
choose whether they form as for-profit or non-profit organizations.

One of the reasons for conversion is the heavy, and sometimes
unfair, burden places on for-profit institutions. Having said that,
Dr. Gillen in your opinion if you run a for-profit college, wouldn’t
you want to change from a for-profit to non-profit to level the play-
ing field since there are many burdens on for-profit colleges?

Mr. GILLEN. Yes. So, I think that’s a completely valid point.
There are a number of reasons that universities would want to con-
vert from for-profit to non-profit. And so, some of them that were
highlighted in the GAO report were there was a State financial aid
program that provided grants to students. The students at for-prof-
it colleges were not eligible for this grant.

And so, by converting to a non-profit that college’s students
would now be eligible for this financial aid program. And so, there’s
all sorts of issues like that where for-profits might benefit from
converting into a non-profit.

Ms. STEEL. And testing’s done too.

Mr. GILLEN. Yes, yes.

Ms. STEEL. For those schools. So, students across the board seem
to be left with excessive student debt these days. Can you highlight
some of the ways a successful for-profit college can help students
who want and demand jobs?

Mr. GILLEN. Yes absolutely. So excessive student debt is a huge
issue, and it’s gotten a lot of national attention, appropriately so.
The contribution I would like to see is the conversation less focused
on the tax status of the degree granting institution, and more fo-
cused on the students themselves.

And so last year we actually ran an analysis that basically sub-
jected all programs to gainful employment. So, under the initial
gainful employment regulations no degree program at a public or
a private non-profit was subject to gainful employment, so only cer-
tificate programs were.

And so, which is nonsensical right, like the MBA program at
Wharton was not considered a vocational program, but a nursing
program at the University of Phoenix was. It was just a bizarre
way to define which programs are vocational and which aren’t.

But so, we went back, and we analyzed, OK what if you applied
gainful employment to everybody? And so, we used the new college
scorecard data to do that.

What we found were that of the total students who are attending
programs that would have failed gainful employment, 28 percent of
them attended for-profit universities, which means that 72 percent
of them were attending private non-profit or public universities.

And so, the notion that excessive student loan debt is a problem
that’s restricted to the for-profit sector, I think is completely false
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because the vast majority of students who had excessive student
loan debt, as determined by a test like gainful employment, are
going to be at public and private non-profit universities, if for no
other reason than for the fact that so many more students are at
those institutions.

Ms. STEEL. Thank you very much Dr. Gillen. I yield my remain-
ing time to Ranking Member Dr. Foxx.

Ms. Foxx. I thank you Ms. Steel. Mr. Gillen we've talked a great
deal again about what we want to see and the bias that exists
against for-profits. As we've talked about this you've talked about
program accountability, and I'd like you to mention that a little bit
more because I am very concerned about the possibility of our
going to individual students, and if you wouldn’t mind mention how
much information we can get from program accountability.

Mr. GILLEN. Yes absolutely. So, the most exciting kind of ac-
countability potential that I've seen in my entire career has been
the college scorecard data on program level earnings.

So, they define the program as a university, a degree level, you
know, associates, bachelor’s, master’s, and a field of studies. So, an
academic field. And so, this is completely revolutionary to what we
can do with accountability in higher education.

Because up until now we've only really applied accountability at
the entire university. And so, we've looked at things like the cohort
default rate, which are calculated at the entire university level.
With this program level accountability, we can really analyze spe-
cific programs, and you mentioned earlier in the comment there
was a program at Harvard, it was a certificate program, so it was
actually subject to the—that actually failed.

Nobody knew. Nobody knew that this program was leaving its
students with excessive student loan debt because nobody had
bothered to look at the program level outcomes. And so, there’s
going to be a million examples like that. Where now that we have
this program data, we can do a much better job of saying OK, you
know the institution is doing great, but these four programs at this
institution aren’t.

Or you know, this university is really struggling, but these hand-
ful of programs are having really good outcomes for the students.
And so, this program level of protecting is—

Ms. Foxx. I think Mr. Gillen my time is up. I need to stop you
thank you.

Chairman ScoTT. Thank you. Next is the Gentlelady from Con-
necticut Ms. Hayes.

Ms. HaYES. Thank you, Mr. Chair, for holding this hearing today.
When predatory for-profit schools don’t follow the rules, the victims
are often our most vulnerable students, first generation students,
students of color, low-income students, working parents.

When for-profits shutter their doors, students are left with tre-
mendous debt and no credentials. Last Congress I introduced a bill
that would restore Pell grant eligibility to students deceived by Co-
rinthian College and ITT Technical Institute. I'm so proud that
that legislation was signed into law in December.

But we still have a long way to go. Ms. Cao my questions are
for you, and I would ask you just I want to follow the rules to be
mindful of the time on the clock. What role should transparency
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and consumer awareness play in addressing the risk posed by for-
profit college conversions, and should more information be given to
students about those conversions?

Ms. Cao. Thanks. I would say transparency is necessary but not
sufficient. And one aspect of transparency in the context of these
conversions is making sure that institutions are not pulling the
wool over students’ eyes by claiming non-profit status when they’re
actually operating as for-profit institutions. I would also say that
while choice is wonderful, and I support students having options of
the type of college they go to, nobody wants students to be steered
toward a choice that is going to harm them more than it will help
them.

And you know, you can look at the grocery store. You can look
at the auto dealership, all of these contexts where we have con-
sumer choice, there is a regulator making sure that you don’t buy
spoiled milk. There is a regulatory making sure that you don’t buy
a car that’s going to explode when you drive it off the lot.

Ms. HAYES. Thank you. That leads me to my next question for
Director Emrey-Arras. Are colleges allowed to advertise as non-
profit colleges while they’re awaiting the Department of Education
to approve their conversion applications?

And what did you find when you looked at the advertisements
of colleges in pending status?

Ms. EMREY-ARRAS. That’s a great question. When we started our
study education didn’t have any formal rules on this issue and dur-
ing the course of our work, they did decide to formally prohibit this
practice, and they have developed instructions to schools letting
them know that this is not allowable, and they have begun to dis-
tribute those instructions.

And this is particularly important because we found that schools
were doing that kind of advertising, so they were waiting for ap-
proval, did not have it yet, but yet were putting out in advertise-
ments that they were non-profit institutions suggesting that they
had been approved by the Department of Education to be non-profit
colleges.

That was not true. We saw that for all nine schools that were
pending, and we also looked retroactively at some of the schools
that had been denied. So, the two schools that were denied, we
found had also previously advertised as non-profits. So, we think
it’s great that the department has formally said that this is not ac-
ceptable, and we think it’s really important that they’re getting the
word out.

Ms. HAYES. You've actually answered my next three questions.
I'll wrap it up by saying you know what steps the U.S. Department
of Education is taking to stop these deceptive advertisements.

Ms. EMREY-ARRAS. Yes. So, they're actually putting it in their
letters to schools that are awaiting decisions. They haven’t notified
each and every school yet, but they are in the process of doing so,
so they’re going to organizing their communications to make sure
that they consistently message along those lines, and we think
that’s great.

Because again, at the beginning of this study it was really quiet
on this front, and a lot was going on that was against education’s
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wishes. Education officials have expressed concerns about this, but
there is nothing formally prohibiting it.

Now the department has formally prohibited it and is telling
schools that they’re not allowed to do that.

Ms. HAYES. Thank you. I really appreciate that and for your ex-
pertise on this issue at today’s hearing because as legislators we
are tasked with making sure that we are protecting the rights of
all of our constituents no matter how big or small the problem is,
and it doesn’t matter—one student affected is one too many, so I'm
very happy that you’ve taken the time to come before this com-
mittee to share your concerns so that we can make sure that we
are protecting every student that seeks a higher education in this
country,.

With that Mr. Chair I yield back with 10 seconds to spare.

Chairman ScoTT. Well, thank you very much. And next the Gen-
tleman from New York Mr. Bowman.

Mr. BOwMAN. Thank you, Mr. Chairman, and thank you to our
witnesses for being here. My first question is to Director Emrey-
Arras. You note in your testimony that the IRS did not systemati-
cally collect the information that can help identify insiders involved
in conversion transactions.

When the IRS is evaluating an application for tax-exempt status
involving insider transactions, what is it supposed to be looking
for?

Ms. EMREY-ARRAS. It’s supposed to be making sure that those
transactions are a fair market value, so that no one is pocketing
anything extra above what the price should be. So that’s what they
need to be doing, and they don’t always have the information that
they need to make that decision.

Mr. BowmaN. How is fair market value determined?

Ms. EMREY-ARRAS. It’s determined by looking at what the price
would be for people who have how would I say this, if you have un-
related people who are looking at a good, it’s their interest in what
they think a fair price should be. It’s a price that would be com-
parable with other prices on the market.

It’s not a price that’s inflated to benefit an insider.

Mr. BOWMAN. Got it. And what would be the grounds for the IRS
denying an application?

Ms. EMREY-ARRAS. If they did find improper benefits. So, for ex-
ample if they found that the price of the college was inflated be-
yond market value to benefit an insider, they could deny the appli-
cation for tax exempt status.

Similarly, if they’re finding other kinds of arrangements that
look like there’s improper benefit, so if you have service contracts,
or leases, or what have you where it looks like individuals are im-
properly benefiting, and theyre being paid above market rates to
the detriment of the tax-exempt institution, that could be cause for
denying the application.

Mr. BowMAN. I thought so. Thank you so much. My next ques-
tion is to Ms. Cao. You've written about the Department of Edu-
cation’s process for approving for-profit conversions. Why can’t the
Department of Education just rely on the IRS determination?

Ms. Cao. Thanks for the question. So, we've heard for-profit
schools complain that they’re being unfairly regulated based on tax
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status, and I just want to clear up the record. The Department of
Education does not regulate entities based on tax status. They reg-
ulate entities based on the risks that are posed to students and
taxpayers based on whether an institution is a revenue extracting
institution, or a revenue reinvesting institution.

So, the department looks at tax status because if the IRS has al-
ready determined that an institution is extracting revenue for in-
siders, that means the Department of Education doesn’t need to re-
tread that ground. That institution has disqualified itself.

However, the Department of Education’s review goes one step be-
yond that. I had mentioned that it has a three-part test, an IRS
review is just one prong of that three-part test. The Department of
Education really owes a greater duty to students to protect them
from institutions that are going to extract the revenue instead of
investing it in their education.

And you know I think one of the reasons for that is if the IRS
messes up it can go back and collect back taxes with interest. But
if the Department of Education messes up, students don’t have that
chance to take back those years of their lives, or in most cases take
back the Pell grants, the loan debt, and the military benefits
they’ve used in an institution that lied to them.

Mr. BowMAN. Thank you. And what resources would the Depart-
ment of Education need to reliably make these determinations
moving forward?

Ms. Cao. I think that the resources are a part of the problem,
and the GAO report identified some of the ways in which the De-
partment of Education is starting to organize its resources to better
address the issue of these conversions.

But I think the department as well needs to use all the tools in
its toolbox, including things like personal liability when there are
insiders that are extracting profit to the point where they’re rip-
ping off students and driving institutions into bankruptcy.

I think the department also needs to focus a little bit on the fidu-
ciary duty that institutions owe to the Department of Education,
and to taxpayers. When they sign that agreement to take Title IV
dollars from taxpayers, they’re agreeing to be fiduciaries to the De-
partment of Education, and that aligns well when non-profit board
of directors are already fiduciaries to educational purposes.

But for-profit directors are fiduciaries to their investors, and
there’s a misalignment there.

Mr. BowMmAN. Thank you so much and I yield back.

Chairman ScOTT. Thank you. The Gentlemen from Wisconsin
Mr. Pocan.

Mr. PocaN. Thank you, Mr. Chairman. I appreciate it. Thanks
to the witnesses. You know I think I've been on this committee
when I first got to Congress and I'm glad to be back on the com-
mittee, but you know there’s plenty of bad behavior by many of the
for-profit entities. I think that’s pretty undeniable, but I also think
we have to recognize that some of these entities, especially the ones
converting to non-profits, some are doing the right thing, and some
are very much not doing the right thing.

Grand Canyon, Purdue, Kaplan, there’s a couple great examples
of companies that I think aren’t primarily educational institutions,
they’re profit-making entities period. I think it’s hard to argue.
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Other than that, and I guess I'm personally less concerned about
leadership in a conversion because I think many times some of the
folks in leadership have the expertise.

I would expect that they would be there for continuity, especially
in a family held business. You're going to expect to see that. But
what I am concerned about is where the abuses occur, where we
see this split of having a non-profit and a profit entity especially,
seems to be really problematic.

Concerned on also performance. And let me ask a few questions
if I could of Ms. Emrey-Arras, since you did the report to the GAO.
Did you look at all the performance as you looked at this? So, what
the completion rates are for students?

Ms. EMREY-ARRAS. We did not.

Mr. PocaN. Are you intending to do an additional study on that?

Ms. EMREY-ARRAS. We're open to new requests from the com-
mittee if the committee is interested in that.

Mr. PocaN. Yes, I think it would be interesting right, because
that’s a real key metric for us to know how things are performing.
How about this question that I've learned of the profit, so an entity
has a profit in a non-profit entity operating? I don’t quite fully un-
derstand how that’s not also known as a scam, and then there’s
other entities again who are truly non-profit, and now they’re all
getting painted with one brush.

And I worry about we’re hurting those that are trying their very
best to do the right thing in the conversion, versus the ones that
are clearly trying to get around the system. Did you look specifi-
cally at some of the abuses between the profit and non-profit dual
entities moving forward?

Ms. EMREY-ARRAS. We looked at some of the financial statements
and found issues that raised red flags for us. So, if you're looking
at situations where you know a president of a non-profit college is
also engaging in lots of service contracts with the for-profit college
which the president also owns, that can raise issues.

Leasing arrangements, other situations like that can raise red
flags about whether or not those are really you know good arrange-
ments in the best interest of the non-profit college, or whether
they’re there to improperly benefit insiders.

Mr. POCAN. So does anyone look at that for example, the fair
market value. If someone is leasing, I fully understand if a family
had it and they had property and now theyre leasing it back.
There’s fair market value or there’s not. Does anyone actually look
at that through the process, either education or IRS?

Ms. EMREY-ARRAS. Well, the IRS is supposed to scrutinize trans-
actions involving insiders for just that reason, to determine if there
is improper benefit. And if there is, that can be grounds for deny-
ing an application for tax exempt status. Similarly, the Department
of Education is looking at that issue now.

Previously they didn’t, as Dr. Fox had raised the issue about you
know previous years, we found that the Department of Education
has not always done this. We looked at some cases prior to 2016
and found red flags, but officials there weren’t looking for them.

So yes, it’s something that they are looking at now, and we think
that that’s a good thing.
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Mr. PocaN. And the IRS doesn’t do that aggressively, would that
be fair to say?

Ms. EMREY-ARRAS. That was our interpretation when they didn’t
have the sales price and approved the transactions, nonetheless.

Mr. PocAN. So, it sounds like from the conversation, and I hope
I'm paraphrasing this correctly, that it sounds like more power
should really go to the Department of Education who actually un-
derstands educational outcomes rather than the IRS because this
is not really about a financial transaction per se in the long-run,
it’s about educating students.

Were there specific recommendations that you’ve made on how
we can beef up what Department of Education does versus IRS?

Ms. EMREY-ARRAS. So, we made recommendations to both Fed-
eral agencies. Our focus was really on a Federal oversight, so we
made recommendations to the IRS on what the IRS could do better
to shore up that oversight, and then we also made a recommenda-
tion to the Department of Education on what it could do better.

And we thought that the area of growth for the Department of
Education was really in that monitoring after school is approved to
make sure that they’re really operating as a non-profit and that
there’s no improper benefit going on.

Mr. PocAN. Great. I yield back Mr. Chairman thank you.

Chairman ScoTT. Thank you. Let’s see, the Gentleman from
Kentucky Mr. Yarmouth.

Mr. YARMOUTH. Thank you, Mr. Chairman. I also want to thank
all the witnesses. We've been going on 4 hours now, and I appre-
ciate all of your responses. I know at the beginning the Ranking
Member questioned whether we should be having this hearing, and
I will say that it seems to me this has been a very useful and
thoughtful discussion with a lot of good questions from all sides.

And T've learned a lot myself, and had some questions raised as
well. But it seems to me for instance, I think it was the GAO re-
port that had said in 2018 and in 2019 the for-profit conversions
received almost 2 billion dollars-worth of Federal aid. So, there’s a
significant amount of money at stake here, taxpayer money, so I
think this is a very important discussion.

Thinking about I want to go back to what Mr. Grothman dis-
cussed, and clearly, I think there are good reasons for a for-profit
to merge to a non-profit. I don’t think there’s any debate about
that. But there are also some pretty nefarious ones, so it seems to
me that in certain situations yes, we might have a principle who’s
built a for-profit institution, and then his kids or friends don’t want
to carry it on, so he or she would want to convert it for a perfect
legitimate reason.

But it also seems there could be situations where he’s just trying
to cash out, and essentially lay off the risk, get rid of the risk and
put it all in non-profit and cash out when you can. And whether
or not they’re improper benefits, which in these situations seem
more like self-dealing, at least some of the examples we have.

Improper benefits seems like a euphemism for self-dealing here.
But I want to turn to Professor Galle. In your testimony you talked
about how private foundations actually prohibit many of these in-
sider transactions because the assumption is that any insider
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transaction is going to be inherently unfair to the non-profit and
that it would be very difficult to police.

It seems to me there has been some confusion, at least in my
mind, during some of the testimony as to what is prohibited now,
what is not prohibited now. So, my question to you Professor Galle
is all right, are those restrictions on private foundations, would
some of those be useful when we’re talking about other non-profits,
especially non-profit educational institutions?

Mr. GALLE. Thank you, Congressman. I do think they would be
useful, or something like them. So private foundations are charities
that get their support from just a few people, and theyre not
schools typically. And so, the assumption is there aren’t a lot of
eyes on those transactions.

And so, it’s difficult to be sure that they’re fair to the charity.
And the situations that we’ve heard about, and we read about in
the GAO report, are situations where it’s hard to believe that these
transactions could possibly be fair to the charity or to the students
Wl’}llo lzl)elieved that theyre getting an education at a real non-profit
school.

And so, I think that both Ed and the IRS should approach a deal
between a charity that was founded by the same person who’s lend-
ing it money with some real suspicion. And as I discussed before,
this is an excellent way for the seller to make the school a prisoner
of their debts, or as you said, to cash out and eliminate their risk.

So, I think being skeptical at least of these transactions is appro-
priate here.

Mr. YARMOUTH. Well, I have no other questions. I want to thank
the witnesses again, and again Mr. Chairman thank you for hold-
ing the hearing. I've learned a lot and I think it’s been very useful.
I yield back.

Chairman ScoTT. Thank you. I don’t see anyone else seeking rec-
ognition, so I'll recognize myself for 5 minutes. Professor Galle in
your research you said the Grand Canyon University pays 95 per-
cent of its revenues to its former owner through loan payments and
servicing contracts, and therefore should not have been granted
IRS tax exempt status.

Is there reason for there to be a different standard, or is there
a different standard between the IRS non-profit status, and De-
partment of Education non-profit status?

Mr. GALLE. Thank you, Mr. Chairman. That 95 percent finding
was from GAO, and I relied on their findings. So, the IRS applies
a different standard because their mission is not to protect stu-
dents. The IRS was very reluctant to say that an organization
wasn’t charitable and didn’t get tax exemption.

Because if they said that the charity would close its doors. And
Congress responded to that by creating a new regime in the late
90’s called the Intermediate Sanctions Regime. And that regime
tells the IRS don’t try to revoke organization’s tax-exempt status.
Don’t decide whether they’re really charitable or not.

Your main job is just to assign penalty taxes on people who ex-
tract extra benefits. And so, the IRS isn’t looking at these trans-
actions to determine whether the organization is really non-profit
and really has an incentive to maximize students over revenues.
And so those fundamentally are different standards.
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There are doctrines that IRS could conceivably employ if it were
to look very closely at these transactions, and I think you know,
a transaction like Grand Canyon is so blatant that it should fail
even in the scrutiny of the IRS.

Chairman ScoOTT. Doesn’t the Department of Education have a
different standard?

Mr. GALLE. It should. And the Department of Education 90/10
and gainful employment are there to make sure that organizations
with incentives to line their own pockets are subject to higher
standards and more accountability. And that’s not something that
IRS does.

So, IRS isn’t looking out for those interests. Ed needs to establish
its own standards, identify which schools are the ones that should
be subject to closer scrutiny and make sure those schools get the
scrutiny.

Chairman ScoTT. Thank you. Dr. Emrey-Arras we’ve talked
about inflated purchase prices. What are some of the other ways
you can benefit from an ongoing transaction—ongoing insiders can
benefit from the actual transaction, and how can they benefit in
getting money after the transaction?

Ms. EMREY-ARRAS. Right. So, there are two opportunities for
abuse. So, there’s an initial opportunity with the purchase price of
the college where insiders could intervene and rig it so that they
get more money than the fair value of the college, and then they
pocket the difference.

The other opportunity is subsequent to the purchase of the col-
lege. They could engage in extensive service contracts with the col-
lege, or lease agreements. You might have the former for-profit
owners like leasing you know land or facilities to the now non-prof-
it college.

And the terms of those leases or contracts may not be favorable
to the non-profit college, and they may not be fair market value.
They may also improperly benefit the insiders.

Chairman ScOTT. Thank you. Ms. Cao we’ve heard about these
high salaries. What’s the difference between a high salary for a col-
lege president and insiders taking money out of the operation?

Ms. CA0. Sure. So, one difference is whether the college has gone
through an independent review and hiring process, or whether an
insider is extracting revenue for his personal benefit from non-prof-
it that he essentially controls. And I think the later situation is
what we've seen at some of these for-profit conversions.

You have shareholders who are benefiting from a conversion to
non-profit status, and any time that shareholders are promised a
pay day, from non-profit status, I think that tells you all you need
to know.

Chairman ScoTT. Well in the case of those high salaries, if the
president essentially because he’s an insider is setting his own sal-
ary rather than an independent board, is that a different situation?

Ms. Cao0. Yes. The president is not just setting his own salary.
He’s guiding the administration of the school to maximize the rev-
enue that he’s taking out and paying himself with or keeping his
equity. And that means steering the school toward higher tuition
prices and lower investments in a student’s education.
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Chairman ScoOTT. Well, thank you. And I want to thank all of the
witnesses for being with us today. I want to remind my colleagues
that pursuant to committee practice, materials for submission for
the hearing record must be submitted to the Committee Clerk
within 14 days following the last day of the hearing.

So that’s by close of business May 4, preferable in Microsoft
Word format. The material submitted must address the subject
matter of the hearing. Only a Member of Congress, or excuse me,
a Member of the committee, or the invited witnesses may submit
materials for inclusion in the record.

Documents are limited to 50 pages each. Documents longer than
50 pages can be incorporated into the record by way of an internet
link which you can provide to the Committee Clerk within the re-
quired timeframe, but please recognize that in the future that link
may no longer work.

Pursuant to House rules and regulations, items for the record
should be submitted to the clerk electronically by emailing submis-
sions to edandlabor.hearings@mail.house.gov. Member’s offices are
encouraged to submit materials to the inbox before the hearing or
during the hearing at the time the member makes such a request.

Again, I want to thank the witnesses for your participation.
Members of the committee may have some additional questions for
you, and we would ask you to respond to those in writing. The
hearing record will be held open for 14 days in order to receive the
responses.

I remind my colleagues that pursuant to committee practice, wit-
ness questions for the hearing must be submitted to the Majority
Committee Staff within 7 days and questions must be related to
the subject matter of the hearing.

I now recognize the distinguished Ranking Member for any clos-
ing statement that she might want to make, Dr. Foxx.

Ms. Foxx. Thank you, Mr. Chairman. Mr. Chairman I want to
thank the witnesses for their testimony. We covered a lot of ground
today and there’s several things worth noting. Republicans oppose
all fraud and abuse no matter the tax status of the perpetrator.

Republicans care about all students no matter what institution
they attend. Republicans support reforming the HEA to make sure
all students attending institutions of post-secondary education give
them the chance to succeed in the workforce. In contrast, demo-
crats want to talk about a college’s legal and financial structure,
not about students.

Democrats are obsessed with a perfectly legal financial arrange-
ment that 0.1 percent of for-profit colleges pursued per year in the
past 10 years. Democrats want to shut down small business in the
middle of the pandemic to serve students.

Democrats are uncomfortable with the notion that not all public
and non-profit colleges act in their student’s or their communities’
best interest, and here Mr. Chairman I'd like to insert a Time arti-
cle related to this issue.

There are real issues American students and families are grap-
pling with. Outstanding student loan debt has never been higher
because college tuition rates are skyrocketing. Students are strug-
gling to find a good job after graduation because their college is not
preparing them for career success.
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On-time college completion rates are abysmal. Colleges are tram-
pling on students first amendment rights. China is stealing intel-
lectual property and infiltrating college campuses. Families don’t
care about who runs a college, they do care about their ability to
succeed.

We could have had a hearing today on what actually matters to
our constituents, and I'm disappointed on their behalf that my
democrat colleagues don’t seem to care about them. I call upon my
colleagues to pursue a bi-partisan path forward to reforming the
Higher Education Act. I yield back.

Chairman ScoTT. Thank you. I want to thank our witnesses
again for being with us today and both your testimony and our dis-
cussion have shed light on the urgent need to prevent for-profit in-
stitutions for converting to non-profit institutions at the expense of
students and taxpayers.

As it’s been pointed out, all are not guilty of fraud, but many are.
And we've heard that the impact not just on the students but on
the Federal Government could be intense. The estimate of 600 mil-
lion dollars to a billion dollars in just one institution should not be
ignored.

We've heard that these conversions deceive the students, de-
crease funding for student learning. We’ve also heard that virtually
all the fraud in the higher education sector in the borrowed defense
claims occurs in the for-profits and the covert for-profits.

The simple fact is that many of the most concerning conversions
occur when there are insiders at both the non-profit and the for-
profit institution. Common sense tells us these institutions are un-
able to engage in transactions with one another, instead the for-
profit institution ends up profiting for the non-profit institution at
the expense of students with fewer funds invested in their edu-
cation.

These schools cannot compete on equal terms, the true non-prof-
its, and public institutions, and as a result they often turn to fraud
like we saw in the Dream Center case, that costs the Federal Gov-
ernment hundreds of millions of dollars. I also want to respond to
some of my colleagues decided researched which relies on data
from the college scoreboard which shows the publicly available con-
sumer information is sufficient to protect students and taxpayers.

However, we know this data is not sufficient to determine a debt
to earnings ratio comparable to the one used in the gainful employ-
ment rule. More importantly, we should not treat better consumer
information as a replacement for strong accountability measures.

It actually should go hand in hand. And finally, I want to thank
my republican colleagues for raising the need to improve the cohort
default rate, the CDR, the College Affordability Act, which com-
mittee approved last Congress, would have closed the CDR forbear-
ance loophole, measured CDR’s using longer timeframes, and cre-
ated a loan repayment rate to supplement the CDR.

Based on Mr. Gillen’s testimony today this seems to be an area
of bipartisan agreement, and I look forward to working with my re-
publican colleagues to advance these important reforms. Moving
forward I hope my colleagues on both sides of the aisle will come
together to stand up for our Nation’s children and our students and
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enact meaningful solutions that protect students and taxpayers
against deceptive for-profit schools.

If there is no further business to come before the committee
without objection the committee stands adjourned. Thank you.

[Additional submissions by Ranking Member Foxx follow:]
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obscure data and reports, Most private institutions
also receive govemnment subsidies, especially through
their tax-exempt status. For the best-known—and
best-endowed—nor-for-profit colleges and univer-
sities, such as Harvard, Princeton, and Yale, these
et di, can be 1 2l Hw‘f. 1eh N

Key points in this Outlook:

* Tuition ar both public and pnwu: for-profit

md for-profi US higher educati
fons is i but are
also bearing significant hldden ousts.

* Average raxpayers provide more in subsi-
dies to elite public and private schools than
1o the less competirive schools where their
own children are likely being educared.

* High dropout and low graduation rares
drive up tupayer costs, so degree comple-
tion and retention should be a focus of US
higher education reform and state and fed-
eral policy discussions.

* Business as usual in higher educarion is roo
expensive. We need new modes of delivery
for higher education to reduce taxpayer
costs and rein in tuition.
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figures on the size and distrit of state P

Cross-cl colleges and by the three

tions for public colleges and universities are hard o
track down, calculating tax subsidies among not-for-
profit institutions is far more arduous given the lack of
accessible data, as is also true with dara on campuses’
use of endowment fund eamnings.

In this Outlook, we not only estimate the size of those
subsidies but also show that they are distributed in such
a way that the more selective a school is and the fewer
low-income students it serves, the larger its taxpayer sub-
sidy. In other words, mast taxpayers are spending far
more money to educate students in the country’s elite
institutions than they spend to support their own chil-
dren ar the less-selective schools they likely attend.

Before we look ar the data showing the size and dis-
tribution of taxpayer subsidies, we need to lay out a
quick schematic describing how schools that grant bach-
elor’s degrees in the Unired States are structured.! The
first dimension to consider is tax starus and ownership
(what the federal government calls *control™). Three
types of control exist: public institutions (for example,
the University of Nebraska, the California State Univer-
sity campuses), privare not-for-profit institutions (Harvard
University, American University, Kentucky Christian
University), and private for-profic i {Univer-

categories of control with Bamon's six categories of selec-
tivity produces eighteen combinations. However, in
assembling the data on which this analysis is based, we
found only a few students and schools in some of the eigh-
teen categories, so we chose to combine Barmon's noncom-
petitive and less competitive caregories. Moreover, all the
for-profit campuses we identified were in the less competi-
tive category. This left us with eleven caregories and more
than 600 schools that we analyze in this Outloak.4

In the following pages we look ar how much taxpay-
ers spend on producing bachelor’s degrees in each of
these types of schools and at a simple indicaror of the
retumn on those investments, We focus on direct finan-
cial benefits and costs, leaving aside the many indirect
societal and individual benefits thar acerue to communi-
ties and individuals because of higher educarion, such as
betrer health and lower incarceration rates.

Public Institutions Cost Taxpayers More
Than Private Ones

Figure 1 displays the size of annual raxpayer subsidies
across the eleven caregories of institutions of higher
ducation.’ Not surprisingly, at any level of sel ¥

sity of Phoenix, Kaplan University). More than 2,000
four-year degree—granting colleges and universities exist
in the United States: around 28 percent are public;
more than 60 percent are private not-for-profit; and the
remaining 12 percent are private for-profit. Becouse pub-
lic institutions tend to be larger than privare schools,
more students are enrolled in public colleges than in the
more numerous private institutions.?

The other distinction thar macters is how colleges
and universities are stratified by their level of selectivity,
I this report, we use the well-known rankings reported
in Barron's Profiles of American Colleges,® which classifies
colleges and universities into six categories ranging from

spen-admissions schools ( ") through
the most selective ones (“maost competitive”),

Of the approximately 2,000 bachelor's degree—granting
institutions listed in the US Department of Education’s
Integrated Postsecondary Education Data System (IPEDS),
we were able to match almost 1,400 of them with a Bar-
von’s classification. Not surprisingly, selectivity data for
colleges and universities fall into a typical bell curve:
about 50 percent of the campuses are classified as com-
petitive, about 6 percent a5 noncompetitive, and about
6 percent as most competitive.

public institutions receive larger taxpayer subsidies than
do private ones. But two other pattemns in the dat
are noteworthy,

First, the level of taxpayer subsidy mcreases with
selectivity—the more elite the school, the more mxpayer
money goes to the production of each bachelor’s degree.

* For public institutions, there is a consistent
increase across the first four levels of selecriviry,
with a: more substantial bump in txpayer costs in
the most competirive state schools. While we
have subtracted the research expenditures colleges
and universities report to the federal government,
a substantial amount of stare money still goes o
these institutions to support research acrivities not
separately enumerated in IPEDS.7

Among not-for-profit institurions, the amount of
taxpayer subsidies hovers between $1,000 and
$2,000 per student per year until we wm to the
most selective institutions in the country. Among
these already well-endowed institutions, the tax-
payer subsidy jumps substantially to more than
$13,000 per student per year.
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FiGure 1

ANNUAL TAXPAYER SUBSIDIES PER STUDENT PER YEAR

-3-

For public institutions, tax-
payers are investing more than

$60,000 for each bachelor’s

S0 degree granted in the three less
campetitive categories, close to
. cE 5 5 $75,000 in the highly competi-
i ! H g T tive institutions, and more than
(s5.009) & g g ; i $100,000 for each bachelor's
: degree granted in the most
{510,000} - 3 campetitive flagship institu-
: tions. Note that each bachelor's
1515.000) degree granted from the non-
g § § E or less competitive institutions
{520,000} § actually costs more than a
bachelor's degree from competi-
1525,000) tive institutions, which in wm
costs the taxpayer slightly more
Source: Authors caleulations. than a bachelor’s degree from
the very competitive public
institutions. This is a function
FIGURE 2 of the high costs of dropouts
TAXPAYER SUBSIDIES PER BACHELOR'S DEGREE and the longer time to gradua-
=y tion for students in less selec-
tive institutions.
80 | . - | . .-y Taxpayer costs for bachelor’s
BRI ERERED P
oy -3 = i g i ] ; | range from a net profit of more
. k| £ | than $6,000 per degree from for-
) § g § g : profit institutions 1o a net cost of
(580,000) i . i ] £ | around $8,000 for not-for-profits
L i in every caregory of selectiviry
[S0000} g i § ; except the most selective ones,
where the costs jump to more
(5100,000) than $58,000 per degree.
As we just noted, in less
Br20.000 lective insti the cost of
a bachelor's degree is affected by
SoURcE: Authors caleulations. high dropout rates. In table 1,
we estimate how much the tax-
payer subsidy for a bachelor’s
Second, because for-profit institutions receive no degree would fall if institutions in each category
stare appropriations and pay income taxes, they cost the  decreased their dropout rate by 50 percent.

wxpayer nothing—indeed, they retum a net “profit” to
the taxpayer.

Figure 2 displays the amount of taxpayer subsidies
supporting the production of a bachelor's degree. It bears
highlighting that, in calculating these total subsidies, we
took into account both dropout rates and the time it
takes students to eam a degree.

In more selective institutions, lower dropout rates
translate into very low savings because so few students
leave. But for colleges and universities in the three less
selective categories, the taxpayer cost per degree would
fall by 20-30 percent. In short, when a student drops out
of college, both the student and the taxpayers incur high
added costs.
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Tame 1

Repucivg Dropout Rates Wouln Re

DUCE TaxpaYER COSTS FOR DEGREES

Barron's Non-/ Barron's
Less Competitive Competitive

Barron's Very Barron's Highly  Barron's Most
Competitive Competitive Competitive

For- Not-for- Not-for- Not-for- Not-for- Not-for-
Profit Public  Proft  Public  Profit Public  Proft  Public  Profit  Public  Profit
Total Taxpayer Cost/
(Benefit) per
Bachelor’s Degree ($6,100) S67.600 $8,000 S62600 S$B700 $61.200 S$E.600 $74.300 $8,800 $108,000 $58,700
With Dropouts Reduced
by 50 Percent ($4,700) §53,000 $6,200 $51600 S$6700 $54300 $7.600 $68800 $8300 $103500 $56,500
Percentage of Taxpayer
Cost Attributable to

Higher Dropout Rate 2 2% 23% 18% 23% 1% 12% % 6% 4% 4%

Soumes: Authors’ caloubarions,

A Perverse System of Taxpayer Support

We have documented substantial wxpayer subsidies 1o
students in maost colleges and universities—through
either direct ! o public insti OF tax
subsidies for private not-for-profit schools. The federal
government akso supports spudents directly through the
Federal Pell Grant program, which is designed to allow
students with financial need ro artend college when they
might otherwise not be able ro,

L" 1 . ol '_'he o T g ]
segment of the population—are concentrated in col-
leges and universities thar get the lowest levels of tax-
payer support. We believe thar in this time of fiscal

h and chall 1o higher education, any debare
on the best distribution of scarce funds for federal grants
ar state subsidies must be informed by these dara.

payer Return on 1

Bachelor's degree holders eam substantially more than
students with high school degrees: according to the US
Census Bureaw, young adults berween the ages of
rwenty-five and thirty-four with a college degree, work-
ing year-round, earn around 40 percent more than some-

Taxpayers share in this bounty through the higher
taxes that college graduares pay. These higher taxes can
be considered a retum on the investment txpayers are
making in students earning those degrees. How big is
that rerurn?

Using PayScale data, we calculated an earnings
stream for graduates from each campus in our sample
and compared this to the eamings stream of someone
with only a high school diploma to estimate the added
value of a degree from each school in terms of lifetime
earnings.!? Then, given that most income for most grad-
uates is taxable, we applied existing federal tax rates 1o
these additional earnings 1o estimare how much the fed-
eral taxpayer benefits from the added income resulting
from the bachelor's degree. Because state income taxes
average about 23 percent of federal tax collections, we
increased the calculared federal rax by 25 percent to esti-
mate net taxpayer gain.!! Because these benefits are cal-
culated over a graduare’s work life, we took the present
value of this stream of earnings. 12

In the first substantive column of table 2, we report
the additional tax benefits bachelor's degree holders gen-
erate through their higher income stream.!3 The tax
benefits increase substantially with selectivity of the
degree-granting institution. In most categories, grad

one with some college education who has not completed
a degree and around two-thirds more than someone with.
just a high school diploma.® These annual differences
accumulate over time, and the lifetime camings of a col-
lege graduate can exceed those of a high school graduate
by as much as half a million dallars.?

of public institutions make more and pay more income:
taxes than do graduates from private institutions; this
steady increase tumns into a large bump among graduates
of the most selective private institutions, where a degree
from a marquee private school pays off substantially for
both the graduate and the taxpayer.!14
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In the next column of table 2, we
repart the taxpayer cost per degree
(previously displayed in figure 2). The

TapLe 2

TaxpAVERS BENEFIT FROM THE HIGHER INCOME

oF COLLEGE GRADUATES

final column is the net benefitfcost to the

taxpayer for the bachelor’s degree from Lifetime Taxpayer

each of the eleven categories of schools. a:idllhnal b‘ub::i‘?ﬁ.?} - e;:('wm

Taken her, taxpayers experience a o] Lol i

net bc::ﬁs:xin nine E:th: eleven cate- Sethor iad degrea oty

gories, Not surprisingly, the data show Won-/Less Competitive

that given the much higher investment For-Profit $54,800 $6,100 $60,900

in public colleges and universities, tax- Public $60,100 (867,600) ($7,500)

payers' return on investment from public  Not-for-Profit $52,100 ($8,000) 544,100

colleges and universities is far lower than  Competitive

the return from private schools. Public $66,700 (562,600) $4,100
Let us now look ar the two caregories Not-for-Profit $58,200 ($8,700) $49,500

of schools that represent a net lossto the — Very Competitive

axpayer. First, in the non-fless selective Public $78,100 (§61,200) $16,900

schools, public institutions are in the red.  Not-for-Profit $78,600 ($8,600) $70,000

Although both for-profic and not-for- Highty Competitive

profit private campuses have strong pay- — Pyblic $97.100 (574,200) $22,800

offs to the wepayer, high dropour rares Not-for-Profit $93,600 ($8,800) $84,800

mean these public campuses are costly, Most Competitive

even as they receive the lowest tax subsi- — pypyic $98.700 (5108,000) (9,300)

dies. On the other end of the selectivity Not-for-Profit $147,100 (858,700) $88,400

. the most competitive public

campuses also generate net losses to the
raxpayer, In contrast to less selective cam-

puses, these public flagship campuses have low dropout
rates, Their losses to taxpayers, therefore, are i

not through the lack of student success bur rather through
the higher costs associared with research instinuti

per-student costs, their role in the college completion
agenda needs considered attention.

C Tysed

such as higher-paid faculty teaching fewer courses.

We recognize the unique role of stare flagships in pro-
ducing new knowledge and helping the Unired Stares
maintain its competitive edge in the world economy.
Nonetheless, legisl g s, and other decision
makers should be fully aware of just how much these
INSCiTions cost 1o .

The country has embarked on a serious effort o
improve college graduation rates, supported by large
grants from foundarions, with the full Blessing of the
Obama admini and state g To the
extent that this “completion agenda” is met, the high
cost taxpayers incur supporting bachelor’s degrees in the
non- and less competitive colleges should come down. In
contrast, the issue of the high cost of supporting our pub-
lic flagships has not yet registered constructively in pub-
lic discussion. Because flagship campuses may not be the
best place to increase undergraduate enrollment, given

=

payers have long supported colleges and universi
ties, mostly through subsidies for state institutions and
tax breaks for private colleges. Unformunarely, povern-
ment budgers are currently sretched far beyond their
limixs, with higher education demanding a larger por-
rion of a shrinking pie. As states cut their higher edu-
cation budgers, students, families, and policymakers
need better information abour the level of support
colleges and universities are acrually gerting from the
govemment—and what students and taxpayers are get-
ting in returm.

Based on the data presented in this Outlook, several
broad policy considerations seem appropriate:

# First, given the financial return to graduates for
each completed bachelor’s degree and the high cost
of dropouts, the country must focus its resources and



129

i
policiee o tereastig pletions and Appendix: Measuring Taxpayer Costs
retention. One way to do this is for states tomake 3 and Benefi

ibstantial share of their approp based on

perf e rather than enroll A comple- Our involved identifying money each campus

mentary process is for states to participate in the
Alliance of States initiative of Complete College
America and actively work to make college comple-
tion a top policy priority.!? The US Department of
Education can contribute to this process by making
continued Pell grant eligibility subject to periodic
performance reviews. &

Second, if the country is o retain its competitive

edge, it must reverse the current policies that
resule in providing the lowest levels of raxpayer

receives from the government and subtracting the sum of
these incoming funds from the funds each campus sends
to the government, The underlying data are almost all
from IPEDS. For some calculations, specifically nored
below, we needed to estimate tax rates. In this appendix,
we also describe the variables we collected and our caleu-
larions, Tables Al and A2 report the various flows of
furds between the government and campuses grouped
into the eleven reporting categories. The source of these
funds is noted in parentheses after each category.

Qtei s

support o the institutions that enroll the highest Taxpay T via Gi

OE. 1 e, Ainiy 1 M
minority students—rthe fastest-growing of  Divect Ge 5 fSuadent Grangs for Tiddon (IPEDS):
the population, + For public institutions: Government support,

Third, the Lumina Foundation for Education’s
Guide for Stae Policymakers urges states to help
expand and strengthen “l . ditional
education options” through modification of their
regulations so thar these “education options . . .
that aperate across state lines, on-line institutions
and competency based institutions” can “lower
cost to states and the taxpayer.”17 While some for-
profit colleges and universities already fit this
description, state policymakers should also look
more closely at other models, including those thar
are more radical departures from business as usual,
such as SeraighterLine or Caregie Mellon Uni-
versity’s Open Leaming Initiative. These steps and
more need ro be taken o ransform higher educa-
tion into an affordable, successful endeavor
because, as is becoming clear to many, “business as
usual” will no longer work. 18

Finally, because the price of admission to the mid-
dle class through higher education is beyond the
reach of a growing number of Americans, state
and federal policy discussions conceming how and
st o fl kst b imformed b e bl dita
drawn from institutions across all types of contral
and levels of selectivity. These data must be in the
public domain and must address what a degree
actually costs both students and and who

el

federal operating grants and
plus federal appropriations, including the sum of
Pell, Academic Competiti and Natlonal
Science and Mathemaries Access to Retain Talent
(SMART) grants
* For private not-for-profit institutions: Government
support, including federal grants and contracts,
plus federal appropriations, including the sum of
M. A cad ie Cu itk n.“‘I Wark 1
SMART grants
For privare for-profit institutions: Government
support, including the sum of Pell, Academic
Competitiveness, and Mational SMART grants

State and Local Subsidies (IPEDS): Stare and local support
received by institutions—includes stare grants and con-
tracts plus local or private grants and contracts as
reparted by IPEDS. Public and private not-for-profic
institurions also receive state and local appropriations,
while privare for-profit institutions do not.

Government Subsidies via Sadents (Office of Federal
Student Aid): The federal government traditionally
provides two types of direct student loans: subsidized and
bsidized.!? The primary diffe is the point at
which interest begins to accrue. Mo interest accrues on a
subsidized loan, and no principal is due until the end of
the six-month grace period that begins after a student

actually pays for these degrees.

| leaves the i or drops below half-
time enroll Therefore, the go bsidi




130

B

Tame Al
NET CosT OR BENEFIT TO TAXPAVERS PER DEGREE
Barron's Non- and Less Competitive Barron's Competitive
Far-Profit Public Mot-for-Profit FPublic Not-for-Profit

Number of Students 106,755 582,785 67,997 1,589,168 503,017
Percentage of Undergraduate Students T8% % TE% BE% 8%
Amount Received from Government
Student Grants for Tuition $163.000000 841,000,000 $43000000  $3.000,000,000  $571,000,000
State and Local Subsidies $24,000,000  $4,000,000000  $18,000000  $15000,000,000  $145,000.000
Federal Government Subsidies

(excluding student grants) 545,000,000 $36,000.000  $6,000,000 $108,000,000 545,000,000
Sum Amount Received from Government  $243,000,000  $5,000,000,000  $67,000000  $19,000,000000  5763,000,000
Total Amount Recsived from Government

in 2010 Dollars $246,000000  $5000,000.000  $68.000.000  $19,000.000,000  5772,000,000
Less Amount Spent on Research 50 S741,000.000 $4,000,000 $3.000,000,000  $136,000,000
Net Amount Received from Government  $246,000,000 54000000000  S64.000000  S16,000,000.000  S536,000,000
Amount Paid to Governmenl
Accruing Principal $126,000,000 $86,000.000 17,000,000 $306,000,000  $172,000,000
Taxes Paid/Forgone S200,000.000  ($182,000,000) ($23,000000)  (S641,000,000) ($241.000.000)
Amount Paid to Govemnment $326,000,000  (S95,000000) ($5000,000)  ($335,000,000)  ($69.000,000)
Total Amount Paid to Government

in 2010 Doltars $331,000,000  ($97,000000) ($5.000,000)  ($339,000,000)  ($70,000,000)
Total Annuai Benefit{Cost) 1o Taxpayers  $84,000,000 ($4,000.000.000) ($70,000,000) ($16,000,000,000) (5706,000,000)
Annual Benefit/{Cost) to Taxpayers per Student $780 {§7,800) {51,000 (58,700) ($1,400)
Weighted Tatal Benefit/{Cost) to Tapayers

per Degree $6,100 (867.600) (88,000) (362,600) ($8,700)

Source: Author” caleularions.
Tase A2
NET CosT OR BEXEFIT TO TAXPAYERS PER DEGREE

Barron's Very Competitive Barron's Highly Compelitive  Barron's Most Competitive
Public

Public Nat-for-Profit Not-for-Profit Public  Not-for-Profit

Number af Students 1,251,948 416,400 543,319 253,750 %018 433570
Parcentage of Underpraduate Students B5% % 78% B6% 76% 3%
Amount Received from Bovernment
Student Grants for Tuition $5,000000000  $462000000  S4000000000  $519,000000 $1,000,000,000 $8,000,000,000
State and Local Subsidies $13000000000  $163000000  $3000000000  S116,000000 $1,000,000000  $862,000,000
Federal Govemment Subsidies

(excluding student grants) $65000000  SI2000000  $28000000  ST7000000  SAD00000  S24000000
Sum Amount Received from Goverment  $18,000,000,000  $864000.000  $13,000,000,000  $554,000,000  $3000,000,000  $3,000,000,000
Total Amount Received from Gowemment

in 2010 Dollars $18000000000  $673,000000 $13000,000000  $662000,000 $3,000,000000  $9,000,000,000
Less Amount Spent on Research $5,000000000  $383000000 5000000000  $476,000.000 $1,000,000,000 $9,000,000,000
Net Amount Received from $12 5200 $7.000000000  $185,000,000 $1000000,000  $807.000,000
Amount Pald 1o Gavernment
Aceruing Principal $25000000  §$142000000  S104000000  $84000000  §19000000  §1440,000
Taxes PaicForgone (5836,000,000) (548,000,000  (S754,000,000) ($369,000,000)  ($337,000,000) ($5,000,000,000)
Amount Paid to Gavemment (3610,000,000)  ($345000000)  (5649,000,000) ($284,000,000) ($318,000,000) ($4,000,000,000)
Tatal Amount Paid to Govemment

in 2010 Dollars (S518,000,000)  ($349,000000)  (S657,000,000) ($288,000,000) ($322,000,000) ($4,000,000,000
Total Annual 1o Taxpayers (§13 00)  (5639,000,000) ($8,000,000,000) ($474,000,000) (52,000,000,000) ($5,000,000,000)
Annual Benef{Cost) to Tapayers per Student  ($10,500) (51500 (514,300) 61,800} (523,600) 513,200)
Weighted Total Benfiti(Cost) to Taxpayers

per Degree (561,200} (38,600 (574,300 (58,800) (8108,000) (558,700)

Source: Authony' calculations.
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Title IV loans (Federal Family Education Loans® and
Direct Loans) represent a cost to the federal government
and the taxpayers. We estimate the costs of this subsidy
1o be the equivalent of the average three-month Trea-
sury bill rate, which was 2.91 percent at the time of our
analysis,2! times the total subsidized loan dist

made during the 2007-08 academic year.2? As with
other calculations, we converted this into 2010 dollars2

Research Expense (IPEDS): These expenditures are
included in funds received from the govemnment. Since
these funds are dedicared for specific activities that usu-
ally have little to do with bachelor’s degree production,
we subtraced them from the amount received from
the government,

Funds Paid to Government

Interest Paid by Stdents on Loans: We used dara from
2007-08. We did not caleulare the interest earned on
unsubsidized and PLUS (parent and geaduate student)
loans thar acerued while the student was in school on a
net present value basis because these dollars are rolled
into the principal loan balance in that same period and
subject 1o future interest payments. Because the govern-
ment uses collection methods that are hard for an indi-
vidual to avoid (for example, wage gamishment), we
assumed that the government collects the full principal
owed and did not discount the interest eamed. 2 This is
consistent with the federal budger, which also assumes
that the povernment collects 100 percent on average for
each Title IV dollar loaned (“principal"), regardless of
default rares.2% Given that the interest accrued while
students are in school is included in the principal, we
assumed that the taxpayer benefits by an amount equal
1o the interest charged on the different types of loans.26
We have combined tax expenditures {forgone raxes)
and taxes paid to measure the net tax flow berween
i and g We are likely
the extent of tax expendinures because some institutions
make voluntary payments in licu of property taxes, but
IPEDS does not collect these dara and we have found no
ather central data source thar reports these payments.

Tax Expendinires and Taxes Paid: Public and private not-
for-profit institutions are tax-exempt and do not pay tax
on investment income, increases to endowments (gifts),
ar ap For-profit i pay sales

tax on revenues (which include Pell grants and Title [V

loans} and income taxes on operating profits and
investment income. In this study, we treated forgone tax
payments as a cost to the taxpayers (that is, tax expendi-
tures) while payment of taxes represents a benefit

* Forgone Taxes on Investment Income: According
to the RS, the standard federal corporate tax rate
is 35 percent for income over $18.3 million.27
State corporate tax rates vary from zero in some
states to 9.99 percent in Pennsylvania, We used
5 percent as an estimare of the average state cor-
porate tax rate across the country and applied this
rate to all education sectors. 28

» Forgone Taxes on Endowment Contributions:

Although gifts from foundations are not taxable,

we assumed that other contributors to university

endowments woukd generate taxable income levels
in at least the 25 percent federal tax brackers.

Many of the contributing individuals likely have

raxable income levels thar fall in higher tax brack-

ets, bur we used this rate a3 a conservative esti-
mate for calculating these forgone taxes.

Forgone Sales and Other Taxes: Because we did not

have sufficient information to calculate exact for-

gone sales and use taxes for public and private not-
for-profit universities, we used a 0.5 percent use tax
rate to estimate the forgone sales and other taxes for
other education sectors. The actual sales and other
races would likely be higher for public and privare
not-for-profit universities if they were changed.2?

Total Taxes Paid: Privare for-profit universities pay corpo-
Fate LaX on investment income, income tax on total wx-
able revenue (ner of operating expenses),* and sales
tax. 3 As noved earlier, we consider payment of taxes a
benefit received by the taxpayers. Toral taxes paid equal
the sum of:

* Tax on Investment Income =

Investment income X (35 percent + 5 percent)
* Tax on Corporate Profits =

Taxable revenue % 10.8 percent
* Sales and Other Taxes =

Taxable revenue x 0.5 percent

We added these numbers and adjusted the 2008 numbers
for inflation to create a measure of the total amount paid
tw the government in 2010 dollars.
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Total Anmsal Benefit (Cast) to Taxpayers: This s the sum
of money paid to and money received from g

Really Worth?™ AE Educatiom Chatlook (May 2009), www.aei

Lol 100034,

as measured above, in 2010 numbers.

With these overall sums, we calculared rotal annual
benefitfeost per student, dividing the total annual bene-
fitfcost by the number of full-time enrolled students.
Tables Al and A2 show the flow of money for the
eleven categories of schools.

Notes
Authoes’ note: The data used in this report are drawn from a

rper sty by the authos entitled Who Wins? Who Pays? The
Ecomonmic Renoms and Costs of a Bachelor's Degree (Washington,

10. For an explanation of these data, see PayScale, "Methed-
:tlogyDvsvw. MII-‘.’DIZ PwSc:leOrvlhm Salary Report,”
i port.sp (accessed Sep-

whlsefl?.wllL

11 MNote that we are using only federal income taxes and not
including payroll tuxes, which would also increase with higher
income up to the anmsal cap.

12. We calculare lifet ly building on the
methodalogy used by the US Census Burean. See Jennifer Cheese-
masi Dy and Erie C. Newburger, "The Big Payoff Edh l

Arsinment and Shetic Estimares of WodkLife Eamings” Cic
vent Population: Repores (July 2002}, vww.census. goviprod 2002 puls
1923 2107 {sccosed Scprmber 12, 2011), 5 muvkfd by sk

DC: A Institutes for B h and San Fy MNewus
Rescanch and Policy Center, 2011}, www.air.ongffiles/Who'Wins
hookmarked_050411,pdf {accessed 5 ber 14, 2001).

1. Our analysis lsinndmhadnlu’adxgwnnngmr
rutions and does not include community colleges, an i i

itz, “The Financial Vahue of a Higher Education,” Jowmal
of Skt Financial Aid, 37, no. 1 (2007): 19-27. We estimated
expected eamings over an individual's work life using various
mmdmdmhmnﬂamhedk@yﬁmdur
Bl b sk kel W

mwmlmd'lld'uedummmdleunmdm
2. Based on full-time equivak il

wuhmhnua{ wmﬂlyﬁwdmd\hq‘(mﬁm&nq;

on, we ulated with income data to

public colleges and universities account for almost two-thinds of
all students.

3. See Barron's Educational Series, Inc. Barron's Profiles of
Amevican Colleges (Author: Hauppauge, NY, 2009, 2011),

4. For more desail on the sample and methods used, see Klor
de Alva and Schoeider, Who Wins? Who Pays!

Sﬂmappcdlxwdlnombnklmmhm“wad
in our d describes all caleulations we wsed to gen-
erabe our estimates.

6. These are the so-called “flagship” campuses, which are the
best-known campases in state systems, Examples include the Uni-
wversity of North Carolina at Chapel Hill, the University of Michi-
gan at Ann Arbor and the University of Califomia at Berkeley.

7. For just how much this may be costing raxpayers in
Texas, see Richard Vedder, Christopher Matgouranis, and
Jonathan Robe, Facidty Produectivity and Costs at the University
of Texas at Anstin: A Prefminary Analysis (Washington, DC:
%h&hﬂﬁiﬂhluwﬂ?ﬂnnm.l@m.

b T O S

i
_UT-Austin_report.pef (iccessed September 8, 2011).
&Sﬁusﬁmmﬁmﬁwhlm&m 010
Anmal Social and E ic Supph W
040001 hem (aceessed

Phbesfunwfepstables/032010fperinefr

SMMIE 0.
9. See Klor dee Alva and Schneider, Who Wing! Wh Payst,
and Mark Schneider, “How Much Is That Bachelor's Degree

sttt thesabicy bevel i thersabiry growth probllewstil age
sity-five (following the census, we used a work life of forty years).
To determine the net present vahse of this caloulated stream of
earninigs, we used the 2010 thirry-year Tecasury bill interest rate as
the discount rate (4.5 percent).

13, Note that we are capruring only income taxes. Other
raxes that likely increase with income (such as sales and prop-

the added vahse of i
Ivy League {or similarly sehective) instinstion.

15. See Complete College America, “The Alliance of
Stares," www.completecollege.ongfalliance_of_staves (accessed
September 12, 2011),

16 For example, see Jorge Klor de Alva, *The Future of Pell
Grants: 6 Views,” Chronicle of Higher Education (March 20,
2011, www.chronicle.comfarticle/The-Future-of- Pell-Grants-
/126820 {accessed September 12, 2011).

17. See Lumina Foundation for Education, Four Steps to
Finishing First in Higher Edsscation: Step 3 (2009), www
scollegeproductivity. onglsites/defaltfilesFourSteps_Step%203
_NonTradit=1pdf (accessed September 12, 2011),

18. See the papers presented at the American Enterprise
Institure’s conference on “Degrees of Difficuley” (February 15,
2011}, www.aeci.onglevent/100346.

19. Note thar campuses do not receive student loans—
they go to students. However, we have debited taxpayers with
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S10-

the interest subsidies because these loans can be received only
by studens.

20, The Federal Family Education Lean Program ended
in 2010,

21. We caleubated the average three-month Treasury bill
rate as the average of three-month treasury constant ratrity
rates from June 2008 o July 2009, Data were obtained from US
Department of the Treasury, “Resource Center,” www.reasury

. R 1 n

letin (Fall 2003), www.irs govfpubfirssoifd2cormte pdf (acoessed
September 13, 2011); for state corporte tax rate data, see Tax
Foundation, “State Corporate Income Tax Rates 2000-2011,"

cly fraxchishow /230 himl foccessed Sep-

rember 13, 2011).

28. We recognize that part of the investment income gener-
ated from endowments i used by not-foe-profit instinutions to
offser business expenses and thar amount may be considered

[defaulraspx (accessed September 14, 2011).
22. See Federal Swudent Aid, "Dara Center,” hrrpeff
B S M " heml

ile if the institution were a for-profit school. However,
in our ealeularions we assumed thar if the for-profies invest
excess cash and that investment (in wharever form it takes)

{accessed September 13, 2011). Under the Loan Volume
heading, two programs are listed: the Direct Loan and Federal
Family Education Loan programs. Under cach program is a
drop-down menu; we selected “AY2007-2008, O4" for cach and
downloaded the associated reports. We pulled amounts from
the Award Year Summary tab, and used the amounes listed in
the $ of Disk dumn in the calculation for each
relevant category {Subsidized, Unsubsidized, Parent Plus, and
Grad Plus).

23. The cost of principal is, of course, bome by the stu-
dent bormower.

24. While one could angue that these future interest dollar
payments should be discounted, we did not consider them
because of the limitations on accurately gathering the measures
we would need, such & average length of cusstanding student
boans and average student boan balances. What we do know is
thar the government collects 100 percent of the principal bal-
ance, and that is all that is included in our analysis.

25, We used a uniform 100 percent rate, although the rares.
likely vary school types. The go dhoes not report.
its collection rates by individual schooks or by sector, Also, the
recovery rate on defaulved boans is 112 percent of the default
claim {gross recovery rate) and 85 percent of the net of collec-
rion charges on a net present vakee basis.

26. We cabculated the interest paid by the type of boan issued
and the prevailing interest rate in 2008 for each of the programs:
subsidized loans, 2.91 percent; unsubsidized loans, 6.8 percent;
Parent Pliss, 8.4 percent for not-for-profit and for-profit; public
institutions, 8.2 percent; Grad Plus, 8.5 percent for not-for-profic
and for-profit and 8.3 percent for public instinutions.

27. For federal corporate tax mre data, see Jack Taylos, “Cor-
poration Income Tax Brackets and Rates, 1909-2002,” SO Bul-

Renerates i of X dollars, then foe-profits would
be taxed at a rate of 40 percent on this X dollar income. We
subsequently applied this same rationale to the way nonprofiss
generate income from their endowments. Basically, both for-
profic and not-for-profi i use their d
returns however they choose, and given thar discretion—thar is,
given their control over what is and is not wsed to offser opera-
tional costs—it would be impossible to state with any certainty
what the actual net taxable impact would need to be in cither
case. We were attempting to demonstrate in our analysis the

fi it dits i

o and et for-profits are not,

29. This and the 10.8 percent corporate tax rate we used
are based on data obtained from a lange for-profit institution.

30. Using information shared with us by a large for-profic
university, we applied the tax paid by thar school as a per-
centage (108 percent) of its revenues to infer the tax on
other instinutions currently not subject 1o tax. The lower-
than-expected rate in part reflects the fact that some of the
revenue (“gross receipts”) is offser by deductible expenses.
Because other institutions do not have the same profic-
making ohjective, it is impossible to estimate taxes where no
profits exist otherwise.

31 We cstimated the tax for purchases subject to sales and
use taes (if sales aes ane ot assessed, purchasers ane still
required o pay a wse tax), For-profit institutions are required to
charge and remit sabes tax on revenues in New Mexico and
Hawaii, but those are pass-through sales taxes, not what we are
secking to capture here. Because we estimated sales and use
taxes s 1 of revenue, it and
expected that 0.5 percent would be significantly lower than
sctual sles tax paid, which could be in the 8-9 percent mnge
for purchuses.
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Top 10 Salaries of College Presidents

Source: Executive Compensation at Public and Private Colleges [chronicle.com)

Public Colleges and Universities (2019)
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Spending By Function

* In the 201718 school year, pnivate for-profit colleges spent an average of 27% of their finances
on student imstruction. For all types of colleges, their breakdown of spending on various functi
varied as follows:

If Funetion |[Public [ Private Nonprofit | Private For-Profit
|[Emstruction{159] 29% 31% 27%
|[Researchi200] 10% 1% -
Public service[201] 4% 1%
Academic suppont(202] || 8% ED
Swdentservices(203] || 6% 3 6%
Institutional support[204] 13%
|[Auxitiary m;imp.osu 9% 9% 2%
([Hosptats206] 13% 13% 0%
|[otheri207] 208] 11% 6% 7%
[209] [210]

[209] Table constructed with data from:

2) Dataset: “Table 334.10. Total Expenditures of Public Degree-Granting Postsecondary
lnm‘nmm by Purpose and Level oﬂmtmmm 200’9—10 Through 2017-18." U.S. Department of
Edu . Mational Center for i December 2019. <nces.ed gov>

b) Dataset: “Table 334.30. Total Expenditures of Private Nonprofit Degree- Granting Postsecondary
Institutions, by Purpose and Level oflmutntmn Selected Years, 1999—2000 Through 2017-18."
U.S. Dep ion, National Center for Education § Decamber 2019,
cmm.m>

¢) Dataset: “Table 334.50. Total Expenditures of Private For-Profit Degree-Granting

Institutions, by Purpose and Level of Institution: Selected Years, 1999—20@'111:01@}1 2017187
U.S. Dep of Education, National Center for Educati December 2019,
WM’




136

[210] Form: “2018-19 Survey Materials: Finance for Degree- ing Public Institutions Using
GASB (G 1A ing Standards Board] Reporting Standards.” National Center for
Education Statistics, April 2, 2019. <gces ed pov>
Page 31 (of PDF):

Part C-1 I and Other Dy F 1 Classification

‘This part is intended to collect expenses by function. ...

Include all operating exp and perating exp and deductions. ... Included are the
costs incurred for salanies and wages, goods, and other services used in the conduct of the
nstitution’s operations. Not included is the acquisition cost of capital assets, such as
squipment and library books, to the extent the assets are capitalized under the institution’s
Operation and maintenance of plant is no longer reported as a separate functional expense
category. Instead these expenses are to be distributed among the other functional expense
categories.

Page 36 (of PDF):

Glossary ...

Tangible or intangible assets that are capitalized under an institution’s capitalization policy;
some of these assets are subject to depraciation and soms are not. These assats consist of land
and land impr buildings, building imp , machi i

¥ CqUIE
nfrastructure, and all other assets that are used in operations and that have initial useful lives
extending beyond one year. Capital assets also include collections of works of art and
‘historical treasure and library collections; however under certain conditions such collections
may not be capitalized. They also include property acquired under capital leases and
intangible assets such as patents, copyrights, trademarks, goodwill, and software. Excluded
are assets that are part of endowment funds or other capital fund investments in real estate.

Hyperlink: https: justfacts.com/education.asplf ftn209
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Private Non-Profit

Thomas University

Thomasville, GA
B51 undergraduate students

O @m

Year Private Town

INSTITUTIONAL HIGHLIGHTS

Graduation Rate o

- 14%

Salary After Completing e

Salary after comoleting depends on field
of study.

Average Annual Cost o

Cost includes tuition. Living costs. books and
supplies. and fees minus the sverage grants and
scholarships for federsl financial sid recipients

$20,038

Small

(s rmre

. FIELDS OF STUDY OFFERED: o

Explore Field of Study Information

Explore field of study information. such as salary after
completing and typical debt. Fisld of study titles come
from National Center for Education Statistics groupings
and may not match the exact program titles at Thomas
Unioarsaty.

We have 23 Fislds of
Study offered at Thomas University
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Public *4-year" HBCU

Harris-Stowe State ; s

University

Saint Louis, MO
1,709 undergraduate students
hssuedu

O m d

Yoar Public City

NSTITUTIONAL HIGHLIGHTS

Graduation Rate o

-

Salary After Completing o

Salary after completing depands on fisld
of study.

Average Annual Cost o

Cost includes tuition, living costs. books and
supplies, and fees minuz the sverage grants snd
scholarships for federal financial aid recipients.

$1,256

Pl
L]
St Louis
: S0
i ® ;"
Small ]
ot
= /” i
| Bt > frepenpest

FIELDS OF STUDY OFFERED: o

Explore Field of Study Information

Explore field of study information. such as salary after
completing and typical debt. Field of study titles come

Center for Ed Sutistics g 5
and may not match the exact program titles at Harns-
Stowe State University.

Wie havvw inf 25 Fislds of
Study cffered at Harris-Stows State University
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Public "2-year" HSI

University of New

Mexico-Taos
Campus

Ranchos de Taos, NM
616 undergraduate students
faosunmedy

@ @ Im

Year Public Rural

NSTITUTIONAL M

Graduation Rate o

- 3%

Salary After Completing o

Salary after complating depends on fisld
of study,

Average Annual Cost o

Cost ncludes tuition, living costs. books and
suppliss. and fees minus the sverage grants and
scholarships for federal financial ad recipients

$7,789

t =
573 e

'O FIELDS OF STUDY OFFERED: o

Explore Field of Study Information

Explore field of study information. such as salary after
completing and typical debit. Field of study titles come
from National Center for Education Statistics groupings.
&nd may not match the exact program titles at University
of New MaxicoTaos Campus.

We have mformation on 104 undergraduate Fislds of
Study offered at University of New Mexico-Taos
Campus
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Table 4. Overall College Completion Rates by Student Characteristics, 2016

BY GENDER ¥
OVERALL
RATE Hispanic Hative  Twoor  Unknown
Man  Women | Whits Black g, Alan o vican MorsRaces:  Race
Publc Four Years 453%  421%  482% 4B2% 369N 420% 528% 456% 6% 486%
Universities 63% E%  Gurk 61o%  SLI%  S6E%  GorE A% s6a% 61g%

Other Four Years.  g03% pak  gu%  435%  2a0% My ol g% 40.2% 429%
Private Four Years Sd% 520% 507% 50O%  460% 5% 683% T00% 626% A%
Universitics TEE A% ok huk 6% Ja4% % jog% o 75%
Other Four Years  §27%  504%  S8I% 5% 8% 5408 668%  ORE%E  Gosk gooN
For-Profit Four Years I NI 3MO% 4% eSS4 B2EN STEN AN s
Pubsic Two Years 280% 254% 2B5% 4% 170N B W% BN 2B0% %

Private Tewo Years 496% 503% 536% GOF% 455% G04%  TO2% 825 S60% @B

Fioe-Protit T Yoars 51T SEaN SAS%  BIIN S0BN 675N 740N MON BAO% 621%

Nobe: “Private” refiers to private nongeofit schools. Univerities are defined a3 risedrch o doctonl intiutions acconding 1o the 2000
Camegee Classfications. Completion is defined as finahing a for 3 cortificate 150 4 il timee. C £
maasured for first-teme, RulHime students secking a degroe of certificate. If an intitution reponed a completion rate of 2ivo, it i nat
included in this anabysis

Source: Author's analysis h e from surveey year 2016,

Source: "The College Completion Landscape: Trends, Challenges, and Why It
Matters" by Bridget Terry Long, 2018.
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Federal Student Loan Three-Year Default Rates by Sector and
Separation Cohort, Borrowers Entering Repayment in FY2009
Through FY2017

W FY2009/FY2010 T FY2011/FY2012 MFY2013/FY2014 M FY2015/FY2016 © FY2017

Public Private Nonprofit Public For-Profit All

Four-Year Four-Year Two-Year
NOTE: The three-year default rate is defined as the p of borrowers in each repayment
cohort who default on a federally-held loan within three years of entering repayment. Sector-wide
rates 1 not i degree-granting schools in the
United States. School: defined as two-year if more than 50% of deg tifi d
are associate degrees or certificates, evenif thay d lor's deg

SOURCE: U.S. Department of Education, College Scorecard data; calculations by the authors.

Hyperlink: hitps://research.collegeboard.org/pdfitrends-college-pricing-student-aid-2020.pdf
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Higher Education Has a Tax
Problem and It's Hurting Local
Communities

e

An aerial view of the Yale University Campus in New Haven, Connecticul.

EY DAVARIAN L. BALDWIN

e author of In the Shadow of the fvory Tower: How Universities Are Plundering

O n March 30, 2020, toward the beginning of the global COVID-19

pandemic, New Haven citizens stormed the city’s Zoom budget meeting to
vent their outrage at Yale University's continued strain on city finances.
Residents specifically pointed to Yale's vast and tax-exempt property
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holdings compared to the deficit-ridden New Haven public schools hungry
for property-tax dollars.

Four months later, on July 29, a new coalition of Yale union workers and
residents followed up with a 600-vehicle “Respect Caravan” that brought
downtown traffic to a halt. With signs that read “Yale: Pay Your Fair Share,”
organizers acknowledged that the university offers the city voluntary
PILOTS (payments in lieu of taxes) but declared these funds were “pocket
change” compared to the $30 billion endowment. For the protestors,
COVID-19 merely exacerbated a growing disparity between urban colleges
and universities and their host cities.

Universities and their medical centers are registered with the Internal
Revenue Service as 501(c)(3) charitable nonprofit organizations. Because
higher education institutions provide the public good of education to
surrounding communities, their property holdings are exempt from taxation
in all 50 states. But classes with professors and students are a minor side
business on college campuses today. The greater value of campuses is their
ability to use the nonprofit tax exemption as a tax shelter for profitable
research and private investors.

With the meteoric ascendance of the knowledge economy, colleges and
universities have become financial titans in urban centers. After a group of
universities lobbied to pass the Bayh Dole Act in 1980, schools like
Stanford, MIT and Yale immediately created technology transfer offices to
privatize and profit from federally sponsored research. Today universities
use their academic research to create commercial goods or patents in a
range of fields, from the pharmaceutical industries and software products to
military defense weaponry. After the fall of factories, knowledge has become
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the new face of capitalism with university bell towers lauded as
the smokestacks of today’s cities.

Both city leaders and administrators in education rightfully laud the
“economic impact” that comes from these public-private partnerships
facilitated by college campuses. The research makes life-saving discoveries,
generates secondary start-up companies and jobs and attracts additional
investors in related industries. We can point to the millions in revenue
secured by Stanford when university researchers produced Google or the
financial rebound generated for Pittsburgh when Silicon Valley companies
and local universities helped revive it as a tech city.

Today’s schools bring the once suburban research parks to the city as
“innovation districts” where academic research and corporate partnerships
meet real estate, retail and cheap labor. Real estate developers like Wexford:
Seience + Technology focus on what they call “knowledge communities” and
work with cities and schools to build a monied portfolio of university-
affiliated projects like Philadelphia’s uCity Square, Converge Miami and
Cortex in St. Louis. Urban neighborhoods are being transformed to optimize
“value capture”: the conversion of city blocks into research profits. Under
the cover of educational purposes, research that has the potential to
produce millions in patents and revenues remains largely tax exempt while
conducted in tax-exempt buildings. These financial arrangements are guite
lucrative for city leaders, university administrators and their corporate

partners.

But what about city residents, especially those who live in the
neighborhoods surrounding the schools? A critical paradox has emerged
with dire consequences for our cities. We assume that higher education is an
inherent public good, most clearly marked by its exemption from property
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taxes. But nonprofit status is precisely what allows for an easier transfer of
public dollars into higher education’s private developments. The former
mayor of New Haven, Conn., Toni Harp, said such arrangements create a
property-tax gray area where profitable research produced for private
companies is conduected in educational buildings that are not on the tax
rolls. (In 2010, the Lincoln Institute of Land Policy outlined the increased
number of schools starting to pay PILOTs.) At approximately $13 million,
Yale pays the largest PILOT in the country. But this is merely a fraction of
the estimated $102 million in property taxes that, if Yale weren’t tax
exempt, would come from the school or the additional $31 million that
would come from Yale-New Haven Hospital.

Most schools also reap the benefits of police and fire protection, snow and
trash removal, the maintenance of roads and the electrical grid, and other
municipal services while struggling host cities pay the price. Homeowners
and small-business owners ultimately carry the weight of increased property
taxes caused by campuses and their knowledge communities while the
owners of rental properties make units smaller and inflate their prices to
prioritize the needs and financial means of those affiliated with the
university.

In 2016, Princeton University paid more than $18 million to settle a lawsuit
with residents of the historically Black neighborhood of Witherspoon-
Jackson. Residents discovered a noticeable jump in their property-tax bill
and wondered why. They realized that nearby university buildings remained
tax-exempt while producing research that generated millions of dollars in
commercial royalties. One plaintiff in the Princeton case described the

university as a “hedge fund that conduets classes.”
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And if one thinks this tax hustle is simply an elite, private -school problem,
let’s turn to Arizona State University. In 2018, with a six to one vote, the
Tempe City Council approved an Omni Hotel and Conference Center project
that would pay almost no sales tax for up to 30 years. It would also pay no
property taxes because it is going to sit on university land owned by the
Arizona Board of Regents. Meanwhile, as in many states, Arizona continued
to pull back on its contributions to public higher education.

ASU President Michael Crow, a self-proclaimed “academic entrepreneur,”
was unabashed about looking for new revenue streams: “Our funding is
down 60% per student per year, 0.K.,” he said in a 2018 interview. “Fine,
then we come up with other revenue sources to advance the university
including using property that has been given to us.” ASU realized they could
lease their tax-exempt land to private companies, and instead of shelling out
property taxes, these companies ecould make a lower direct payment to the
university. Elected officials have no say in how the money is spent while
such university developments simultaneously raise property valies and
contribute little to public services.

Sean McCarthy, a research analyst with the Arizona Tax Research
Association, held little sympathy for ASU’s stated plight of balancing the
budget. After reading about the Omni deal, he put together a scathing policy
review detailing the long history of “tax free zones” at ASU. He points to the
State Farm Insurance regional headquarters on campus as an example of
how this works: The Arizona Board of Regents holds the deed to the land
and State Farm leases the property, which allows the largest commercial
development in Arizona to pay a fraction of its property-tax burden. ASU is
able to use the revenue to spend without public oversight.
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Arizona Attorney General Mark Brnovich shared MeCarthy's outrage, and in
January 2019 he sued the Arizona Board of Regents for essentially renting
out its tax-exempt status to private businesses. Few were surprised when
the State Supreme Court dismissed the case in developer-friendly Arizona.
And ASU continues to expand its campus projects into downtown Phoenix
where they have partnered with Wexford to build an “innovation center.” I
spoke with Rick Naimark, ASU’s associate vice president for program
development planning, and he told me ASU expects that the designation of
“education purposes” will also exempt this development from property
taxes.

But the twin forces of racial injustice and the pandemic placed a new
spotlight on the economic impact of higher education. The same week as
New Haven's “Respect Caravan,” more than 100 students and Philadelphia
residents gathered to protest the actions of the University of Pennsylvania’s
police department while calling for a PILOT to support the deteriorating
public schools. In November 2020, the university announced its
contribution of a $100 million “charitable gift” over a 10-year period, largely
targeted for asbestos removal in public school buildings. All parties
celebrated this decision, but many also noted the careful legal language of
“gift.” The financial distinction of gift, compared to payment, absolves the
university from any long-term responsibility or acknowledgment that the
wealth of their $14.9 billion endowment is directly connected to the city’s

budget woes.

Such piecemeal victories have not deterred increased calls for a new tax

arrangement between urban universities and their cities. Campaigns from
the University of Chicago to UCLA are seizing the moment to argue that a
key piece of social justice and anti-racism requires that schools develop a
new business model that, at least, redistributes the wealth extracted from
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[Additional submission by Ms. Adams follow:]

=INAICU

April 16,2021

The Honorable Robert “Bobby™ Scott The Honorable Virginia Foxx

Chairman Ranking Minority Member

House Committee on Education and Labor House Committee on Education and Labor
2176 Raybum HOB 2101 Rayburn HOB

Washington, DC 20515 Washington, DC 20515

Dear Chairman Scott and Ranking Member Foxx:

On behalf of the National Association of Independent Colleges and Universities (NAICU), 1 am
submitting this letter for the record in conjunction with the April 20, 2021, Full Committee
hearing on the for-profit conversions of colleges seeking nonprofit status.

NAICU serves as the umt'ed voice ofprtvale nonpmﬁl higher education. Founded in 1976,
NAICU is the only nati ization solely fi d on rep ing private, nonprofit higher
education on public policy issues in Washington, DC. NAICU’s membership reflects the
diversity of private, nonprofit higher education in the U. 8. Our member institutions include

major research universities, faith-based coll Historically Black Colleges and Universities,

Mmonly—Servmg Inslllutlons and Tribal Colleges, art and design colleges, traditional liberal arts

and sc:ence ituti women’s coll work ges, two-year colleges, and schools of law,
di ineering, busi and other professi With more than 5 million students

attending 1,700 independent colleges and universities in all 50 states, and more than 1 million
employees, the private sector of American higher education has a dramatic impact on our
nation’s larger public interests.

The formation of the first nonprofits over a century ago reflected the unique American tendency
to create voluntary iations to meet imp pubhc needs. With the exception of the 2017
tax levied on certain nonprofit private coll and net investment earnings, this
tradition has since been upheld by laws granting an exemption from federal income tax to

nonprofit izations that dedicate its nottoindividua!s orindividualpml’l but to
community public service. Thc ULS. has a unique blending of i d profit and
gover | providers in imj service areas, such as higher edncatmn hospitals, and other

human services.

NAICU supports and believes in the role of the federal government to provide appropriate
oversight of U.S. nonprofits and charitable organizations as a whole. If any organization wants
to be established as a nonprofit, it must comply with a set of rules and follow a uniform approval
process applicable to all. This would certainly include for-profit entities that want to transition to
nonprofit status, We are proud of the non-profit tradition in American higher education, and
believe it has contributed enormously to our very essence as a nation. For these reasons, we
would welcome the conversions of for-profit institutions to nonprofit status, as long as it is with
the intent to function as a true nonprofit, serving students and the surrounding communities.



150

=INAICU

Page 2

Nonprofit status should not be abused or used as a cover for any group to make profits, self-deal,
or otherwise violate existing nonprofit laws.

As this committee and the U.S. Departments of Education and Treasury examine ways to
strengthen federal oversight of for-profit conversions, we hope you will keep in mind the
characteristics that make our nation's non-profit institutions unique, and exercise oversight that
encourages new non-profit entities to function effectively while also allowing them the freedom
to serve their students in new and unique ways appropriate to their self-defined missions.

We look forward to working with you and the committee staff as this process moves forward,
pecially as potential legislation is crafted, Please feel free to continue to use NAICU as a
resource. We appreciate your partnership on the many important issues facing our institutions

and the students and communities we serve.

Sincerely,

& Hikeo

Barbara K. Mistick
President
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[Questions submitted for the record and the responses by Ms.
Cao follow:]
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Ms. Yan Cao, J.D.

Fellow

The Century Foundation

625 Caton Avenue, Apartment 4E
Brooklyn, NY 11218

Dear Ms, Cao,

I would like to thank you for testifying at the April 20, 2021 Committee on Education and Labor
hearing entitled “For-Profit College Conversions: Examining Ways to Improve Accountability
and Prevent Fraud.”

Please find enclosed additional questi bmitted by Cc i bers following the
hearing. Please provide a written response no later than Wednesday, May 5, 2021, for inclusion
in the official hearing record. Your responses should be sent to Mariah Mowbray and Ben SinofT
of the Committee staff. They can be contacted at 202-225-3725 should you have any questions.

I appreciate your time and continued contribution to the work of the Committee.

Sincerely,

ROBERT C. “BOBBY™ SCOTT
Chairman

Enclosure
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Committee on Education and Labor Hearing

“For-Profit College Ci i Examining Ways to Imp A bility and Prevent
Fraud”

Tuesday, April 20, 2021
10:15 a.m. (Eastern Time)

Chairman Robert C. “Bobby” Scott (D — VA)
Questions for the Record:
1) Ms. Cao, on the topic Keiser University, am I correct in understanding that its president

and former owner Iy chairs Education s accredil ight body. Do you
have concerns about this role?

a) Daes it pose any risk to that body s ability to accurately assess what role
accreditors should play with respect to overseeing for-profit college conversions?

Response:
Federally recognized acereditors must review | changes—including conversions from
for-profit to nonprofit stat d are granted authority to establish their own approval criteria,

within certain parameters.' Accreditors must also establish criteria for identifying institutional
changes that trigger either a structural change review or a “new comprehensive evaluation™ that
mirrors the initial accreditation review process.” Accreditation is not an asset that can be bought
and sold,” and accreditors are tasked with safeguarding the integrity of accreditation from
corporate hip and latory arbitragy

As the entity tasked with ight of federally recognized accreditors, the National Advisory
Committee on Institutional Quality and Integrity (NACIQI) is uniquely positioned to address the
risks posed by for-profit conversions, and to ensure that accreditors properly review proposed
conversions to minimize risk of student harm and abuse of Title IV funds.

! See 34 CFR 602.22 (requiring itor policies that “high-impact, high-risk changes,” including “[aJny
change in the legal status, form of control, or hip of the institution,” will not “ad: ly affect the capacity of
the institution to continue to meet the agency's standard™).

2 34 CFR 602.22(h) (“The agency’s substantive change policy must define when the changes made or proposed by
an institution are or would be sufficiently extensive to require the agency to conduct a new comprehensive
evaluation of that institution.”).

3 See 11 U.S.C. § 541(b)(3) (excluding Title IV eligibility, accreditation and state licensure from institutional assels
that are protected under bankruptey law).
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In January 2018, as the conversion efforts of Dream Center Foundation and Grand Canyon
Education came to light, five Senators wrote w NACIQ[‘s Chair, Dr. Art Keiser, and Vice Chair,
Mr. Frank Wu, urging NACIQI to ‘gui and practices™ for accreditors’ review
of ions, and to ini ditors’ track records on conversions when assessing
acereditors’ performance.*

The same senators also asked Dr. Keiser to recuse himself because of his role as Chancellor and
CEO of Keiser Umversﬂy a for-profit college which had converted to nonprofit status.’ Dr.

Keiser ly ially benefited from lax ight of ions: after telling IRS that
his family would not derive “any non-incidental private benefit” from the nonprofit, Keiser and
his family received over $34 million in pay from the post ion enterprise in a single
tax year (2011).

Federal law limits public officials from investigating, rendering advice, or making
recommendations in matters where the official, his family, or a closely affiliated organization has
a financial interest.®

However, as NACIQI received testimony on the risks associated with conversions, Dr. Keiser
presided over the hearing. When, in the aftermath of Dream Center’s March 2019 collapse, a
NACIQI member moved for NACIQI to take further action, including the development of best
practices for accreditors, Dr. Keiser expressed disinterest: “I'm not sure what would be your
purpose.” Ultimately NACIQI failed to take any meaningful action to protect students from the
risks associated with for-profit college conversions.

Had NACIQI taken a proactive stance on conversions (as urged by lawmakers), Dream Center’s
March 2019 collapse may have been avoided or its harms mitigated.

Instead, under Dr. Keiser's leadership, NACIQI took steps toward penalizing an accreditor, the
Higher Learning Commission (HLC), which had withdrawn acereditation from two Art Institutes
campuses following a close review of Dream Center’s conversion transactions.

* Feb. 11, 2018 Letter to NACIQI, available ar hitps://sites.ed. govinaciqi/files 201 8103/2018.01. 1 1-Letter-to-
NACIO-re-sectorial-conyversions.pdf.

5 5ee generally, Some Owners of Private Colleges Tum a Tidy Profit by Going Nonprofit,” Patricia Cohen,™ The
New York Times, March 2, 2015; “Keiser; Not-for-profit but still lucrative,” Michael Vasquez, Mianti Herald, April
23,2015; “The Covert For-Profit: How College Owiers Escape Oversight through a Regulatory Blind Spot,” The
Century Found: ber 22, 2015; “Should This College Operator Run A Key Federal Oversight Panel?™
David Halperin, The Republic Report, June 19, 2017; “{low For-Profits Masquerade i Nonprofit Colleges,” The
Century Foundation, October 7, 2020.

E18 US.C. § 541(a)

T NACIQI meeting transeript, July 30, 2019, p. 239-240, available ar

hittps:/isites.ed povinacigi/files/ 201 HOROTIODED-OPE. pdf.
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While Dr. Keiser stated in 2018 that he had consulted with NACIQI counsel and determined that
his recusal was y,* those o ications have never been made public.

It is also unclear whether those ethics opinions were reviewed in light of the Keiser family’s
ongoing effort, from at least 2018 to the present, to amass control over nonprofit Webber
International University and Webber affiliate St. Andrews University (*“Webber-St. Andrews”).
Recent reports indicate overlapping leadership t Webber-St. And and Keiser
University” as well as shared real estate between Webber-St. Andrews and a private, for-profit
college held by the Keiser family.'?

Based on statements that a senior Keiser University official began to revise academic programs
at Webber-5t. Andrews programs in 2018, the duration of NACIQI's engagement with
acereditor oversight of conversions has overlapped with the Keiser family’s process of asserting
control over a nonprofit that appears to be engaged in insider dealings.

Webber's certification of eligibility for federal aid expires June 30, 2021'? and close scrutiny

from its accreditor, The Southern Association of Colleges and Schools Commission on Colleges

(SACSCOC), about a change in control would pli L. Per Deg of Ed

data, Webber has not submitted an application for change in control review. Nor has NACIQI
blished standards or best practices on how accreditors should identify and review changes in

control and nonprofit status.

® NACIGH meeting transcript, May 24, 2018, p. 14-15, available ar

https:/sites.ed. govinaciqi/files 201 8/06/0524 1 SNACIOL-Bookmarks 1 pdf,

% In 2020, Dr, Bernhard:, who held a position as Associate Vice Chancellor Regional Operations at Keiser
University was elevated to Interim Campus President of 5t. Andrews, St, Andrews Univ. Press Release: “DR.
ELLEN BERNHARDT APPOINTED INTERIM CAMPUS PRESIDENT,” June 11, 2020, https:/www sa.edu/dr-
ellen-hermhard d-interi i

1941 Arthur Keiser in Charge at St. Andrews University?," David Halperin, The Republic Report, last updated Feb,
22,2021

" 1n 2018, Dr. Ellen Bernhardt began “to develop and
Andrews while pursuing a doctoral degree from Keiser U
in Marketing." See *Di. ELLEN BERNHARDT APPOID
Linkgdin; Dr, Ellen Bernhardt, accessed May 3, 2020
2p, ' of Education: PEPS Data Extracts, School File (April 2021).

lement special projects to support the growth™ of St
ity in Business Administration with a “Speciali
ED INTERIM CAMPUS PRESIDENT,” see also
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[Questions submitted for the record and the responses by
Gillen follow:]
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Andrew Gillen, Ph.D.

Senior Policy Analyst

Texas Public Policy Foundation
901 Congress Avenue

Austin, TX 78701

Dear Dr. Gillen,

I would like to thank you for testifying at the April 20, 2021 Committee on Education and Labor
hearing entitled “For-Profit College Conversions: Examining Ways to Improve Accountability
and Prevent Fraud.”

Please find enclosed additional questi bmitted by C i bers following the
hearing. Please provide a written response no later than Wednesday, May 5, 2021, for inclusion
in the official hearing record. Your responses should be sent to Mariah Mowbray and Ben Sinoff
of the Committee staff. They can be contacted at 202-225-3725 should you have any questions.

I appreciate your time and continued contribution to the work of the Committee,

Sincerely,

ROBERT C. “BOBBY” SCOTT
Chairman

Enclosure

Mr.
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% Texas Public Policy
Foundation

Follow-Up Responses to Questions from the House Committee on Education and Labor
On For-Profit College Conversions
Andrew Gillen, Ph.D.
5/4/2021

Chairman Scott, Ranking ber Foxx, and i bers of the ¢ i thank you for your
questions following the recent hearing on for-profit college conversions.

Re tative Scott Fi ald (R — W

1. Dr. Gillen, the number one priority of educational institutions should be serving students, In
that vein, what has your research shown about student success at all institutions regardless of
tax status? How can Congress improve our bility fi k to give students a better
chanee of success no matter where they choose to go to school?

My research shows that there are high-performing and low-performing colleges among all types of
colleges. For example, while the Gainful Employment regulations were primarily targeted at for-
profit colleges, Dr. Richard Vedder and | estimated that if they were applied to all colleges, only 28%
of students who graduated from a failing program attended a for-profit college (see Obama Did
Persecute For-Profit Colleges in The Wall Street Jowrnal for more details). In other words, only
applying an accountability metric to for-profit universities would miss 72% students whose programs
are burdening them with e ive student loan debt. Those students aren’t any less burdened by
excessive student loan debt just because their college was a public or private nonprofit.

Since tax-status is such a poor proxy for program quality, | recommend that any new or revived
accountably metric be applied to colleges of all types, rather than selectively applied based on tax-
status.

2. Dr. Gillen, there are more important issues facing postsecondary education than the tax status
of an institution. There are assaults on First Amendment rights, chronic student under-
preparedness for the workforce, and skyrocketing tuition prices. How could improved
accountability metrics help address these problems that Americans really care about?

P Fitzgerald, you are Iy right about the many troubling trends on American
today. H , | remain guardedly optimistic about the future because 1 think that
bility will drastically imp: higher education. There are two parallel accountability

tsunamis that are bearing down on higher education (see Two Tsunamis are About to Hit Higher
Edueation in Real Clear Education for more details).

The first is consumer driven accountability, which is driven by the higher quality and quantity of data

and information. Until recently, stud made 1} ially blindfolded, knowing
little about the outcomes of recent graduates. But with the new U.S, Department of Education
College S d data, this is changing. Students can now see the student loan debt and eamings of

recent graduates. This data will allow students to make much more informed decisions, and as

901 Congress Avenue | Austin, Texas TET00 | (312) 472-2700 | ($12) 472-2728 fax | www, TexasPolicy.com
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[Questions submitted for the record and the responses by Ms.
Emrey-Arras follow:]
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Ms. Melissa Emrey-Arras

Director, Education, Workforce and Income Security
Government Accountability Office

10 Causeway Street, Room 575

Boston, MA 02222

Dear Ms. Emrey-Arras,

I would like to thank you for testifying at the April 20, 2021 Committee on Education and Labor
hearing entitled “For-Profit College Conversions: Examining Ways to Improve Accountability
and Prevent Fraud.”

Please find enclosed additional questi bmitted by C i bers following the
hearing. Please provide a written response no later than Wednesday, May 5, 2021, for inclusion
in the official hearing record. Your responses should be sent to Mariah Mowbray and Ben SinofT
of the Committee staff. They can be contacted at 202-225-3725 should you have any questions.

| appreciate your time and continued contribution to the work of the Committee.

Sincerely,

ROBERT C. “BOBBY” SCOTT
Chairman

Enclosure
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1 U.5. GOVERNMENT ACCOUNTABILITY OFFICE
A Century of Non-Partisan Fact-Based Work

441 G 5t. NW.
Washington, DC 20548

May 4, 2021

The Honorable Robert “Bobby” Scott
Chairman

Committee on Education and Labor
House of Representatives

Subject: Responses to Questions for the Record; Hearing Entitled “For-Profit College
Conversions: Examining Ways to Improve Accountability and Prevent Fraud”

Dear Chairman Scott,

Enclosed please find GAQ's response to your questions regarding my testimony on for-profit
college conversions before the House Committee on Education and Labor on April 20, 2021.

If you have any questions about the responses to your questions or need additional information,
please contact me at (617) 788-0534 or emreyarrasm@oao.gov.

Sincerely yours,
Mebran Ewuy fwmas

Melissa Emrey-Arras
Director, Education, Workforce and
Income Security Issues

Enclosure
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[Whereupon, at 1:56 p.m., the committee was adjourned.]

O
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